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EXECUTIVE SUMMARY

~

1

‘ This project stddied incre;sed benefit early retirement programs
and mid-career change programs in academic institutions, business,
industry and goverament. The intent of the searcg/gqr, and analysis of,
such programs was tﬁofold. girst, it aimed td’igsemﬁle information useful
to colleges and universities'seeking short-run solutions to staffing
problems emanating from the slowing of institutional gréwth—-solution; which
would facilitate eitﬁer the kiring of young academics, the reallocation of
positions among disciplines, or the reduction of expenditures. Second, it
aimed to assemble information useful to individual academics who might

contemplate accepting an early retirement or career change option.

This s udy Eocused on proqrams within institutions (or firms or
government) which were specifically designed to incrsase the levels of
early retirement or mid-career changa. In the case of early retirement
programs, these included programs desiqﬁed to provide special incentives, y
for early retirement, such as increased early retirement benefits.
Similarly, the study focused on institution-based preogfams for encouragigg -
or facilit;ting mid~career change, rather than studying individuals who had

<changed careers without the. ald or encouragement of their employers.

°arly retiremhnt was deflned as leaving a posxtion before the

mandatory retirement age with some guarantee of a retirement income, either
from the Lnstitutxon or from a retirement plan. The retirement benefit may
be paid either before or after reaching the mandatory retiremant age.

Early retirement usually takes place no earlier than age‘SS and sometimes as

late asg age éB (if retirement is mandatory at age 70). Early retirement

may Oor may not involve a move to another job. Mid-career change always
impiies a major shift in responsibilities or pqsitiSRT\pven when it does
not involve\a change in employers. In other words, moving f£xom one “
university to another would not be considered mid-careez change if one's
responsibilities and position‘were no different; however, moving from one
department to another within a university might be considered mid-career

change. In this study we were concerned with career changes after age 40.

a4
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J
% . Selecting case institutions for this study proved to be somewhat

difficult. We had great difficulty locating any mid-career change programs
for faculty or for persons in the business world with similar, educational
attainments and responsibilities. We ‘also had ‘proplems locating quccess‘ul
sarly retixr rement programs. Not all firms and Lns.ltutxons that report
incentive early retirement options have actually made use of them. Moreover,
some firms that have used the options have llmlted them to a partlcular

class of employee which is not comparab’e to p*ofessors and researchers.

.Administrators of increased benefits early retirement schemes in
the following universities were interxiigwed for this study: 7 the Universiq;
of California; Colgate University; Indiana University; the Massachusetts
Institute of Technology; the Universiéy of pittsburgh; and Stanford
University. We also interviewed program administrators in the following '

’ firms: A.E. Stihlgy Manufacturing; American Cyanamid; Bank of America;
Campbell Soup; Qaterpillar; Celanese Corporation; Consolidated Edison;
Crocker National Bank; cu Pent; Eastman Kodak; Exxon; General Foods;
Honeywell; Internatignal Business Machines; IU Intgrnational Management
Corporation; International Nickel: J.C. Penney; Metgopolitan'Life; Monsanto;
PPG Industries; Quaker OQats; Securit§ Pacific Nationgl Bank; Standard Oil,
Indiana; and Westinghouse. Information about the increased benefits e;rly

retirement optioné 6f 14 other firms was obtained from data collected by

otheri;esearchers.

N
.

- * .

For informationon mid-career change programs, we contacted
representatives of all the firms listed above, plus United Airlin?s, .
American Al’llneSy RCA, Lloyds Bmnk (Los Angeles), and Boexng aircraft. 1In .
addition, an overview of training efforts in business and industry was
supplied by a representative of the American Society for Training and
Development. Informatiorn was also supplied by the administrators of two
fellowship programs: the Economic Policy Fellowships of the 3rookings
Institution apd the Congressional Science and Engineeriﬁg Fellowships of
the American Association for the Advancement of Science. Finally, interviews
were conducted with representatives of two university systems engaged in
programs to retrain faculty for work in new academic fields: the State

University System of Florida and the Pennsylvania State Colleges system.

iii . N
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[v) .
Information on mid-career change and early retirement in the

»
military and Civil Service was obtained through a search of the literzture
as well as conversations with representatives of the Department of Defense,

the Retired Offficers association, and the House and Senate Armed Services
B ) !

'’ Committees.

o~

3

. Forty-two special incentiye.early retirees from three universities
were interviewed for this study.i In addition, we have interview daca .
collected by one of the principal investigatoxs during an earlier study
(Patton, 1977). 1In total, we have inter%iewidatq on 52 academic'early
retirees from four institutions. Most of the private firms refused to grant
us access to their early retirees. As a result, we have interviewed the
early retirees of only two firms, including a total of 18 respondents. With
respecﬁ to nid-career change programs, we interviewed several persons who
had participated in the faculty retraining programs in the Florida and

Pennsylvania stateé systems. «

Principal Findings >

-~ b

Early retirement

1. The belief that there is a large buige in‘the age distributi;n
of Americay academics in the 50-80 age range, and thaélthis is an opwvortunity
for axtensive early ;nciremené, was_not supported by examination of national
data and §piected institutional data. Faculty age tends tqwa:d a normal
-distribution, with greater cpncentrgtions at the younger ages. Although
specific institutions and specific Aisciplines may have different age
distributions, and'therefo}e be exceptions, early retirement js not a way
to create sizeable gquantitative changas in the number of available faculty

@

positions. .

- ¢

2. Although early retirement is unlikely to effect guantitative
changes of éreat magnitude in the availability of academic positions, it
can have significznt qualitative impact in selected institutions and
departments, by perﬁiﬁtinq a small number of significant new appointments,
by facilitating the departure of a few individuals who desire to leave, an@

by creating a climate in ‘which career options ars broadened.

.
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. 3. ﬂAcademic’institutions have relatively little experience with
. incentive (increzsed benefit) early retiremept programs. A number of
institutions which have formal programs have actually retired only a few

-

‘individuals Under those programg.

4. An incentiﬁe early retirement program will have different

; consequences for dlfferent Lnstitutlonsé depenolng upon their salary scales,

.

the age dlstributlon of their faculty, the accumu.ated years of service

credit of the faculty, the amount of funds accqmulated in pension accounts

-~ and other factors. ¢
4 . N

S. . Interviews with incentive early retirees from four universities
and twé corporations revealed that half of these Yearly" retlrees had
retired at age 65 or oIder. .Most of the early retirees had retired an

average of 4-5 years before the mandatory retirement age.
o

6. Long—range plannlng for early«retlrement is rare. Fifty-
eight percent of those lnterviewed had begun chinking seriously about 9arly

“retirement only Wlthln four years of actually retiring. -

N . e

7. The principal reasons given for choosing early ‘retirement

weré, in order of frecuency: financial feasibility (61%), a desire to

pursue other interests (49%), and loss of interest in or fatigue from

work (43%).

»
<+

. 8. Aftong thosé interviewed, ‘the availability of the épecial
lncentive to retire was most often mentioned by, the youngest retirees (ages

55-59), which was also the group most likely to mention dissatisfaction with

. . . K
their work or organization as a reason for leaving.
-

Y
.®. Ninety-nine percent of those interviewed expressed satisfaction
with the decision to retire sarly. The extent of their enthusiastic comments

4 leads-one to infer that this is not merely a rationalization.

¥

10. Most of those interviewed felt they were.financially well-off.
i Eignty=-four percént claimed to have experienced no change in their standard

of living after retirement.
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Mid-career change

-~ -

lfu\we found no academic retraining programs aimed at preparing
-

professors ‘or non-academlc employment. \

x

: 2.. A number of academic.-institutions, have init;eted programs of
retraining for tenured faculty, with the inter.t f moving them out of a low-
_demand speciilty into a high-demand specialty within the same institution
ox system of institations. These programs, in prinbiple,\zéallocate
ekisting resources in a more effi:ient manner, though they do not necessarily
, open new positions for young a;ademics. The following points emerged from

. our stydy of these programs.

’ wa

. . a. In all cases etudied, the érincipal institutional .
expense was the‘retrainee's salary, and this was financed by
retraining the retraines on his or her reqular budget line. Thus,
the cost was born principaily by the home department; school, orx
institution of the’'retrainee. In a few instances an alloéation
of additional funds was made toward a portion of the cost of a

e replacement faculty membe®.
. 2

¢ . b. In all cases studied the retra*nee received

reimbursemedt .for the major costs of undertakxng the ﬁ%ﬁrainxng

program, such as tuition and fees, and movxng expenses.

c. Problems attendant upon movlng an .individual £from

one speclalty to another ‘were- related to the "academic distance"

- moved. Movement to another specialization within the same

discipline or professional field was relatively easy, while
movements which involved a change of department or school L

! encountered more resistance. Such moves alsoc gave rise to issues

of status and seniority.

d. Faculty members who weze retrained were virtually ¢
unanlmous in thexr approval of such programs, in spite of
Ef- significant narushLPs which many of them endured in the process.

+

3. A significant number of academics who take part in internship
and fellowship programs which involve a period of work in a ron-academic

setting choose to remain ¥§>the hcst organization or in a related non-academic

Q ‘ wil
ERIC, - 9 '
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satting. This includes tenured faculty. Theugh career change is not the "

* priﬁéipal intent of sich internship and fellowship programs, they neverthe-
less perform this fuhction.“ .

L

4. We found no business and industry programs of caxeer retraining®
. . . - >
for high-level technical or manageriai'personnel~—persons who could be
considered comparable to. faculty members in academia. Existing retraining

programs are for lower skill levels. »

a* el

3 Conclusions

»
'

[ »
By carefully setting benefit levels, by clearly stating the terms

of an early retirenent provision, and by approaching the aﬁpropriate pétéhtial

.

retirees, an institution may find advantages to carryigg out_an increased

benefits early retireqen: piaa. While this scheme alone will not éramatically

change the nature and cgmpoaitién of the-institution's faculty or save the o
.  institution a great deal of money, it probably would permit a few "important

replacements. For a modest expense, a few poor performers could be

encouraged to leave, which would permit the hiring of, new faculty members s
during times when “the staff'otherwisé'houid not increase. Furthermore,
increased benefit early retirement could make it possible for some

individuals who want to retire.early to obtain the financial means to do
so. 1In summdry, saving money” should not be the primary reason for adopting
an early retirement scheme. Rather,aif an,institution wants to m;}e a few

qualitative adjustments, early retirement can help. .

Mid-career change is another story. Instituitional programs for

faculty retraining are a recent development, and it is yet unclear what s
their effects might be. Again, it may be that programs to encourage mid- :
carecxr change would be useful in making a few %mportant adjustments but would

not induce”any dramatic changes in the faculty! .- . .

*
L3
We recommend that each institution considering an induced early
retirement or mid-career change option examine its current faculty age
’
composition by field, its tenure-granting rates, its outmigration rates,

.

o
etc., and use these findings to calculate the impact of various mid-career

”

EI{ILC ﬂ 10
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change and early retirement options. An institution may £find that its
\ staffing problems will be ameliorated by the natural aging of the facul.y

during the next five to ten years, or it may find that one of the options

. . . »
would indeed be useful and worth its cost.
" L4
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very people upon whom a university depends to a subsgtantial degree for new

1. INTRODUCTION

The Rationale for Career Ootions

1
£5S .
The rationale for encouraging alterxnative career options for

faculty stems from widespread budgetary stringencies and the so-called
"steady, state" condition under which the number of students and faculty
membeXxs at an institution will remaxn relatively constant through at least
the next decade.l During the steady state, expansion of one program
typically .takes place only if another program contracts. Despite all
strxngencxes, enrollment shifts leave some areas of instruvction with too
many faculty members and others with too few, a situation which demands
greate: flexibility in staffing. In a university with a large percentage
of tenured faculty, experiencing slow or no growth and few retirements, it

is difficult to respond to these changing de:nands.2

To these problems- add the consideration that some faculty memyers
(perhaps a very small' percentage) may become less productive and less
interested in teaching as- they advance in age; that some excellent facul*v S}'"
members may want to undertake difaerenc activities before they retire; and
that in some fields the opportunity for an academig career is all but closed
to recent graduates. It then becomes clear why some universities are exam-
ining plans to encouragg early retirement or mid-career change. When

faculties are not expanding, it is difficult to hire young professors--the

ideas and departmental rejuvenation. Further, the steady state and low
ecurnover rate may make it difgficult for a university to increasé the number

: : . 3
of women and minority faculty members at a rate it considers desirable.

Oux‘puxpose is not to review the current state of academia and the
implications of the steady state. Others have examined that in detail. 4
Suffice it to say that American higher education is now faced with a declzne
in college enro;lmen\s and other problems <hat suggest the need for Iewer
new faculty members during the next decade at least.6 Although new students

. : 7 : :
might be recruited, an increase 1n the demand for .new college professors

. is not expected. Some institutions are now nhaving a difficult time attracting

enough clients to keep their current haculby ‘hodv supplied with students.

x
* i

-
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Some of the less prestigious campuses of the large universities™ and some
of the less selective small colleges. may be especially hard pressed to
o

ract students durlng the next decade.lo

e

e

The manpower problem in higher education is compounded at many
institutions by the relatively young age of the professorial force, persons
who were hired en masse du-ing the education boom of the 1950s and 19605:
Many of these persons, hired in their late twenties and early thirties, are
a decade or two, or even more, away from retirement. Nonetheless, they ﬁ;y
be in fields that are no longer in demand.-vThe work histories of scme of
the current faculty members exacerbate the problem. While most faculty
members were hired for a variety of purposes~-teaching, research, student
advising, administration--some of them performed perhaps only cne task until
;ecent retrenchments caused them to shoulder other respopslbllltles. A few
_of them are unequipped to perform these new duties. For example, as
1nst*tut10ns have sought to attract new clienteles, some faculty members
have been required to teach non-tr traditional students in ' off-campus programs
and at incenvenient times. These new tasks havg not been seen as desirable
by all who have been asked to do them. While we may feel that faculty
members should assume these new responsibilities, the fact is that some of
them would rather not.ll The nature of academia ha§ chianged, and these
persons are not prepared to ccpe. Early retirement or mid-career change

might be an answer to part of their dilemma.

Still aﬁother small group of faculty members includes persons who
have run out of functions to perform. Although early in their careers they
may have been able to teach; research, administer, advise students, and
serve on committees, they now may be able to handle none of :these roles.
The steady state has affected agmini§trative positions as well, so these
persons cannot be "kicked upstairs." Again, early retirement or mid-career

change might be an alternative.

There appear, then, to be a cluster of §Eoblems to which increased
early retirement and mid-career ghange might be a solution. ZIncreases in
early retirement and mid~career change might be used to respond to changes
in enrollment, changes in knowledge, numerical redundancy (oo many Zaculty

members  performing the same task) and low turnover.

4 ' .
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Just as early retirement and mid-career change cannot be viewed
as a way to solve all of the above problems, they should not be viewed as

the only way to solve aay of these problems.

Some persons argue that if tenure were abolished, it would nct be
necessary to increase the lavels of early retirement and mid-career change.
Removing tenure, they claim, would permit institutions to rid themselves
of unproductive faculty members and respond to changing demand. Others

argue that making tenure more "difficult to obtain would increase tuxnover
and, by reducxng the number of persons with Permanent claims to positioas,

would give institutions greater flexibility in responding to changing

‘demands. Although both of these arguments should be, and are being,

investigated further, changes in tenure rules would have an effezt only in
the long run. In fact, these changes would have little impact upon opening
-faculty ranks £o new emplovees. 12 Their main short-run impact would be‘to
increase«the level of conflict among young faculty members for the few slots
now available. Increased turnover of facultv positions wouid thus take
place only at the junior ranks. Although the long-run .ffect of eliminating
tenure (since we assume there would be some type of actual or ‘implied
grandfather clause to n*otect cuzrent tenured emgloyees) 13 might be desir-
able,14 aéministrators who want to opan mote faculty slots in the’ near-term

must look for a different golicy.

Most universities have early r=tirement provisions as part of

their regular retirement plans. Persons who have reached a minimum age, \
. \ P

and who have contributed to the retiremgnt system for a minimum number of
yéars, may begin tp dxaw an annuity, but less then they would draw if they
waited to retire until the mandatory retirement age. For a variety of
reasons_(basically financial) to be explored later, few pe~sons retire wore
than a couple of years early under this option. Thus uostxtutxons have
considered increased benefl. or incentive early retiremen” schemes. Under
these arrangements, gersons who elect to retire carly are provxded increased
annuities, in scme cases annuities that are as large as those that would be
received at the mandatory retirement age. This financial ;hgehtiﬁe is
intesded to encourage more Zexrsons =5 retire earxly and in turn to release
more'faculty gositions socner ¢han expected through regular early recirement

options.
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As yéh few iustitutionsg have implemented programs to encourage
or facilitate mid-career change among their faculty. Two types of related
programs are discussed‘in Chapter 4. The first type is inuernship and
fellowship programc which sometimes lead to mid-career change, though this
is not their objective. The second type is prograﬁs that retrain faculty
for other disciplines or specialties. Because there has Been so little
experience with mid-career change ‘programs in academia, or even in industry,
most of this report, including the rest of this chapte:z, is devoted to

early retirement alternmatives. L"(‘

The Many Purposes of Early Retirement

Faculty retirement is only one of.manQ renedies one can prescribe
for the steady state university. It should also be clear that early retire-
ment is basically a short-term solution, and one that would have Es‘be '
applied in combination with other pollcxe Realistically, early retirement
cannot solve all of academia's problems, but it may he akle to assist. As
later chapters reveal, the maJor benefit of early retirement may not be
financial savings but rather the release of "indentured labor." It can be
used to free disaffected'faculty members, persons who would ‘be happier

outside of the university but who remai: because of financial need.

Farly retirftment, then, must be examined from several porspectives

since it might be used to address several academic problems. ‘It can be

Aruitoxt provided by Eic:
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viewed as an academic policy, a move intended to free up the faculty ronks

so that oérsons with needed skills can be recruited. In this vein it could
be used by a chancellor, &ean, or other administrator to shilft resources to
needed areas, to new or expanding fields,_or to programs that need rebuilding.
B; encouraging the early retirement of,aoademics in crowded or out-of-demand
fields, an administrator can gain a few faculty poéitions to reallocate
elsewhere. Howaver, the ability to shift these resources to new areas is

not always at hand.

Early retirement might also be seen as a fiscal golicy. When
viewed as an academic policy, early retirement is used to move existing

resources to a new area, but the level of resources (faculty slots) is
. 4 -
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maintained. In C case where an insticution is faced with a budgetary
.shortage, early retirementugight be looked upon as a way to reduce payroll
costs, assuming the® institution can continue to function with a reduced
staff. Obvio?sly this policy cannot be used extaq;ively, as a‘staff can
be reduced in'size only SO much. ‘ h

«

‘ * Barly retirement might also be seen as part of an employee benefit
package.- Since most institw ions have early retirement schemes that perﬁit
persons who retire bafore the mandatory retirement age to draw a retirement
annuity (one less, of course, than would be received at the mandagery

! ratirement age), ‘an increased-benefits early retirement planqmight\§e~~ev,~iim

%ceen as another type of employee benefit.

~

Offering an jncreased-benefits retirement plan o all employees,

_if most were to accept the offer, would be an expensive endeavor.’ an

institution ﬂight conceivably package an jncreased-benefits early retirement
schemé as a benefits program while using it as 2 management tool. It is,
however, a poor candidate as a benefits package, @ecause retirement is not
a.salient issue to most individuals. It would have to be heavily promoted

to be effective. . ' .-

The poli cy oo]ectives of these tyoes of early retirement schemes
were not clear when thev were first conSidered by colleges and universities,
and their policy objectives may not yet be clear to many fdculty members or
administrators. Before.early retirement is widely recognized as an academic
or naﬁaéement policy,, its. purposes must be made cleax to administxzators ‘and
fqgulty members. Later chapters of this report discuss the alterﬂative

pqiigy objectives in Qetail. .

-

Economists continually remind us that "+here is no such ching as
a €ree lunch.” This seems to be the case with early retirements. I£ an
institution entices individuals to retire garly, and t&us increases the
rate of retirements in the 'near-term, that ‘institution may eventually
experience a. decrease in che retir ,ment rate as it runs out of persons to
retire early. Perhaps tThe institution could maintain inducements %o ‘saxly
retirement, put that could 39 an expensive progosicion. This should rot
suggest that an early retirement policy is necessarily bad. an insticucion

might feel that it needs mors retirements now, and it might be willing to

; ,
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accept fewer retirements in the future. In some _instit'.tions the age

dlstrzbutlon of academics may be causing few current retirements, so
enticing some persons” “to retive early may have more positive than negative
consequences. Such actions, of course, can be decided only by examining -

the specific age distribution for a college or university.
« ! *
An unfortunate conseguence of increased interest in early retire-

ment might be to cause academics to view early retirement as an escape Zfor

the incompetent. Such a view would be inaccurate. While some persons who

.desire early retirement have declined in productivity, not all have done 'so.

Most of those who have dropped off are still somewhat proddct;ve and
certainly are not Lntentlonally cheating the lnstltutxon. Some highly
productive employees retire early in order to pursue other alternatives’

while they still have the vigor. A terminology which stigmatizes early

retirement will discourage persons from taking these actions ané would be

unhealthy for both individvals and institutions. Academics should be free
to terminate when.thev desire, and perhaps institutions should not be
burdened by persons forced to remain because of peer pressure or financial

necessity. .

This chapter is not meant to be a defense of early,zetireﬁen;.
Rather, we feel the need to address the issue in a positive way because
conventional wisdom suggests that retirement is at best a neceSsary evil.
The follow;ng chapters will show this is not the case for many academics.
When beginning this research, we thought early’ retlrement would ndt serve the
neea of the unlverslty, .hat early retirees wouldhave expe*;enced financial
and social hardshlps, and that early retirees would regret their decision.
We have had to reassess our position., From the perspective of the early
retiree, deciding to leave the university before the mandatory age was
typically seen as a desirable move. Few early retirees regret their
decision, few hdve experienced £financial difficulties, and most are satisfied
with their conditior in retirement. Further, even if increased-benefits
early retiremen:s do not serve an institution in financial terms, they sexve:
it in another important way: Ssome disaffected employees are permitted an
exit. Of course, not all early retirees were unheppy with their university

roles; thers’are many other reasons for retiring early.

- ~
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The Range of Earlvy Retirament Alternatives

’ »

Judging from our research, the variations on special incentive
early retirement schemes seem unlimited. However, we have selected the

following ten variations for detailed, discusslon:

. 1. Full-Salary Annuity

2. Severance Paymeht
3. Individual-Based Annuity
4. Group-Based Arnnuity

* §., 1Individual-Based Annuity with Partia; Eméloyyent
6. Group-Based Annuity with Partial Employment
7. Continued Annuity Payments

8. Severance Payment with Continued ‘Annuity Payments :

9. Liberalized Benefit Schedule

P

10. Continued Perquisites

The provisions of these alternatives ars detailed below. Chapters 2~5
describe the examples in industry! academia, and government service from
which these alternatives were derived. Chapter 8 discusses the fiscal
implications of several of these }lternatives (to illuétrate the cost,
calculations which should be made by any institution considering an early

{ .
retirement scheme); and Chapter 10 considers the affectiveness of all ten

' alternatives in liglit of a number of evaluation criteria.

Alternative l--full-Salary Annuity. Under. this a.ternative, an

organization pays a steep price to get some of its employees to retire
early. During the period between an employee's early retirement and his

mandatory retirement date,’the organization pays him a supplement <O <he

" regqular early retivrement benefits which brings his total retirement inccme

to the lfvel of his full (or neaxly full) salary. Also, by‘;urchasiqg a
supplemental annuity to take effect on the mandatory retirement date, che\
organization assures the individual a future retirement income at least
equal to ﬁhat which woulé have been received had he rema‘ned emploved until -

the mandatory ace.




Alternative 2--Severance Pavment. An nNrganization makes a

limited, direct cash payment to an employee who leaves the organization
befcre his mendatory retirement cate. This settlement, which might be a
multiple of the employee's annual salary, may be paid in a lump sum or over
a one-year period. The departing employee might also receive an earxly

ret;rement pension if he is elxggble for one under <he standard retirement

<

Fa

plan. - S

« 1
alternative 3--Individual-Based Annuity. Under this alternative,

employees who retire early receive a level of benefits comprrable to that
which they would have received had the§ waited to retire at the nandatory \
retirement age and had they received normal (or mearly normal) salary
advancements until that age. To accomplish this, the organization supple-
ments the individual's :eguia: early retirement benefits with direct
payments. The organization also purchases a suprlemental annuity to take
effect at thé mandatory retirement date, after which the dirsct payments
cease. (Note that the difference between this alternative and Alternative 1
is that the early rotirement income is egual to the projected mandatory

retirement benefits, not the individual's pre-retirement salary.)

slternative 4--Group-Based Annuity. Under the assumption that

. the more highly paid employees within a group of individuals in the same

age and years of service categoxry are those most highly valued, a gzoup-

based early annuity might be considered. This plan is similar to the
individual-based early annuity except that the supplemental benefxbs

provided both before and after the mandatory retirement age are established

in relation to the median projected mandatory age penefits of all employees in

+he same age-service group, rather thanone's own‘projected benefits. Com-

pared to those employees above the median, those below the median receive

a larger supplement. Therefore, the incentive £for them to retire is “greater ~
than for the highe=-paid employees, whom the organization might prefer to

retain.

Alternative S5--Individual-Based Annuigy with Partial Employment.

This alternative is similar to the individual-based edrly annuity in that
the individual is assvred a *etz*emen“ income after the mandatory retirement

age equal to that which he would have received had he not retired early.

Q I
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To accomplish this, the organization purchases a sugplemental annuity to
take effect on the mandatory retirement date. Intaddition; during the’

period between early and mandatory retirsment, the retixee lsf*etatneo in

ral
- ~

a part—time position which suppleme its his early *etlrement ben fits.
(Thére might be an upper limit, say 33% or 49%, on the amount of comcensated
employment allowed.)

o

* Alternative 6——Grono-3ased Annuity with Partial Employment. As
in Alternati%e 5, this scheme pairé part-time employment before the
mandatoty-retlremént age with supplemental benefits after that age. However,
following the logic uncderlying Alternative 4, both the supplémental employ-
ment and ‘the supplemental benefx_s are calculated in relation to the median
orojected mandatory age benef;ts for one's age-se*v*ce group. Extending
this loglc %ven fu*ther, th¥s alternatlve coula ‘be modified to provider
snpplemental emplovment only to those employees whose lncomes are above the
median, under the assumption tnaé these are the.smployeés the organization

would most like to retain in a productive capacity.

0y

Alternative 7- -Cont1nu°d Apnuity Payments. An organization

conthugs payment into the annulty fund, or otherwise supplements the

future annuity of an emoloyee who *etlres early. Such payment is continued

" +o the mandatory retirement age. Note that under this option the early

retiiee defars all retirement benefits until he reaches the mandatory

retirement age

* Alterﬂatlve Sn-Severance Payment with Contlnued Annuity Payments.

This option is’ s'mlla* “o number 7; but, in addition to the continued

annuity payments, the early *et**ne is provided ‘a severance payment. Thus
. ! QL

the option is more like an early retirement scheme since the employee may

not need to reemploy. -

«Alternative g~-Liberalized Benefits Sschedule. Under this scheme,

the normal benefits schedule for persons electing early retirement would be

iiberalized, tyeically through an across-the~board increase of all benefitc
q “
rates.

) Alternative 10--Continued Serquisites. EZmployees retiring sarlv’

under this alternative would not forfeit certain perquisites--for example,

-
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the use of an office, secretarial services, photocopying services, health
services, etc., and membership in group health and life insurance plans.
(Widespread appeal of this alternative, if not used in conjunction with

other options, seems questionable.)

Y 8
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TCOTNOTES

1
*a succinct definition of "steady state" is next to impossible as
the euphemism has taken on such varied meanings, many quite different from
an_economist's definition, and others that ars2 simply inaccurate. Tor a
critique of the misinterpretations, see Lyman &. Glanny, "The Illusions of

Steady State," Change, vol. 6, no. 10 (December-Jantvary 1974-1975) , pp. 24-28.

_ We hope our use of the term, as it applies to colleges and universities,

will be clear from the text. A. comprehensive discussion of the concept of
steady state can be found in Eerman E. Daly (ed.), Toward a Steady-State Economy
(san Francisco: W.H. Freeman and Company, 1973). For a discussion of the
steady state in higher education, see John G. Xemeny, "The University in
Steady State," Daedalus, vol. 104, no. 1 (Winter 1975), pp. 87-96. President
Kemeny mentions early retirement as one of the oossible ways to deal with

the steady state, pp. 93-94. In regard to staffing oroblems see: W. Todd
Surniss, Steadv-State Staffing in menure~Granting Ianstitutions, and Related
Papers (vashington, D.C.: American Council on Sducation, 1973). Zarly
retirement is again mentioned as one of the possible remedies. to problems of
the steady state, p. 9.

2The steady-state condition in educa-ion exists world-wide. It is
perhaps at its woxrst in Great 3Britain. Barold Perkin, "The Tinancial Crisis’
in British Universities: Or How to live with 29 Percent Inflation,"” AAUP
gulletin, vol. 61, no. 4 (December 1975), 9p. 304-308. ~

° 3For a discussion of the impact of low growth ugon affirmative

action, see Martin Trow, "The Implications of Low Growth Rates for Higher
Education," ‘mimeographed (serkeley: University of California, Graduate *
School of Public Policy, June 1975), o. 14,

4Carnegie Foundation for the Advancement of Teaching, More Than
survival: Prospects for Hicher fducation in a Period of Uncer=ainty (San
Francisco: Jossey-3ass, 1975); Martin Trow, "The Implications of Low Growt:n
Rates for Eigher fducation," June 1973; and Walter Adams, "The State of
Higher Education: Myths and Bealities,” AAUP Bulletin, vol. 50, no. 2 ,
(June 1974), pp. 119-125.

5The growth trend for tne next decade, as always, is uncertain.
cnrollment predictions for the early 1970's, a much more stable time, were
off as much as 10 percent. Guesses akout enroliments for the late 1970's
and =2arly 1980's are more uncerzain., While most forecasters see a gradual
increase in énrollments in the near-term, the growth rate will certainly
be less than that of the 1360's. Some ‘estimates for the 1980's.and 1990's
show growth; others show decline. FfFuture anrollments will depend ucon
demographic factors, which can be predicted with some accuracy, and college .
at-andance rates.s ~hich have been difficult o predict but which wiLll be
even more difficult to predict in the future when a greater gercentage of »
the college populaticn is comgosed of ‘older persons and part-time studencts.
Zven if these numbers wWere kncwn, projections would have to consider the

" 11 29




capacity of the economy t¢ abso*b thesea college-educated persons. In-
corporating tha absorption rate into projections is discussed by Stephén
P. Dresch, "Educational Saturation: A Demographic-Economic Model," AAUP

~—rBulletin; vol. 61, no. 3 (October 1975), pp. 239-247. TFor a va*1ety of
enrollment projections, see: Carnegie Foundation, More Than Survi ival, 1975,
egpecially Appendix B, pp. 141-147; Carnegie Commission on Higher Education,
Priorities for Action: Final Report of the Carnegie Commission on Higher
Education (New York: MaGraw-Hill, 1973), Technical Note A, pp. 95-106;
Richard Berendzen, "Population Changes and Higher Education," Educational
Record, vol.” 55, no. 2 (Spring 1974), pp. 115-125; and U.S. Department of
Health, Educatioh and Welfare, Projections of Educational Statistics to

. 1982-1983 (Washington, D.C.: U.S. Govermment Printing Office, 1974) , Table

5, P' .24. h

¢ .

<

’

6The demand for new doctorates has been steadily declining and
may reach zero within the next decade. Roy Radner and leonard S. Miller,
Demand and Supply in U.S. Higherx Education (New York: McGraw-Hill, 1975).
Also cited in Carnegie Foundation, More than Survival, pp. 11-13. See also
Frederick E... Balderston and Roy Radner, "Academic¢ Demand for New Ph.D's.,
1970~-90: Its Sensitivity to Alterﬁatlve Policies," mimeographed (Berkeley:
University of California, Office of the Vice President--Planning, December
1971); and Allan M. Cartter and John M. McDowell, "Projected Market and
Institutional Policy Impact on Faculty Composition," mimeographed (Los
Angeles. Unxver51ty of California, February 1975).

Although the*r proponenes do not llke to admit the fact, some
non-traditional or extended degree programs have been established in part
to capture a new clientele. While few colleges and universities tried to
recruit adults durlng the last ten years, most plan to do so during, the
next decade. Carnegie Foundation, More than Survival, 1975, pp. 96-100.
The University of California launched its Extended University in part as
a response to ant1c1pated declining ‘enrollments. Carl Vernon Patton,
"Extended Education in an Elite ,Institution: Are Tbere Sufficient Incentives
to Encourage Faculty Partici pat1on°" Journal of Highér Education, vol. 46, -
no. ‘4 (July/August 1975), pp, 427-444., For an overview of recent experience-
with extended education see: Leland Medsker, Steward Edelstein, Hannah
Kreplin, Janey Ruyle and John Shea, Extending Opportunities for a Colleoe
Degree: Practice, Problems and Potentials {Berkeley, University of
Callfornla, Center for Research and Development in Higher Education, 1979).

[ 4

' 8Howard Clark,. "Collegés Overexoandlwg," Oakland T lbune,
November 11, 1974, p. 4.
’ \ - - »

91t is not necessarily clear that the bulk of the resources will
go to the older established research campuses. Perhaps the prestige
campuses will have to pay for the bad predictions which led to the establish-
ment of the new campuses of the late 1960's. -

A ~ y
10Carnegie Foundation, More than Survival, 1975, pp. 82-85.
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lzCartter and McDowell, 1975, 20. 4, 20, 4

13 s s . : : : : .
“Abolishing tenure, even wnexe institutions are faced with finan-

cial shortfalls, cannot be done overnight. Determining what makes a
financial exigency may be Jdifficult, and for certaln, faculty rights and
contractual agreements must be recognized. ~ror a landmark case where
tenure was abolished, and tenured employees'were terminated because of
financial difficulties, see: "The Bloomfield College Case," AAU? Bulletin,
vol. 60, no. 3 (September 1974), pP. 320-330. The court ordered the
tarminated employees reinstated. The court decision was upheld and the
college apparently will hot appeal. "Bloomfield Decision Upheld,”
Academe, vol. 9, no. 4 (Decembex 1975), pp. 1, 3. The AAUP has recognized
that appointments can’be terminated because of a "demonstrably bona fide
financial exigency." See nrermination of Faculty Appointments because of
Financial Exigency, Discontinuance of a Program or Department for Medical
Reasons," AAUP Bulletin, vol. 80, no. 4 (December 1974), pp. 411-413.

B

14Whet;:her the elimination of tenure would be good'or;bad for the
quality of education has not keen determined. Most institu-ions have some
form of tenure, and tenure may still be needed to protect academic freedom.
The issue certainly cannot be settled here. The interested reader should
gsee: Bardwell L. Smith (ed.), The Tenure Debate (San Francisco: Jossey-
Bass, 1973); and Commission on Academic Tenure in Higher Education,
Faculty Tenure (San Francisco: Jossey-3ass, 1973).

15

Some persons hold that individuals should not be forced to retire, that
they should be permitted to work as long as possible. A counter argumeni
might be supported by reference tc the limited employment opportunties that
now exist and the rumber of available slots that would be held by older
academics if there were no mandatory reEi;emen: age. Mandatory retirement
also causes persons to plan for the day whep they will be unable to work,’
perhaps because of poor health, family respoﬁsibilities or dissatisfaction
with their job. When a person is young, the idea of not working may be

An argument against a mandatory retirement age can also be made.

v

repugnant, and there may be little incentive to save for retirement. Because

individuals do not tend to save for their old age, institutions, including
the federal government, have established mandatory pension plans. These
pension plans not only recuire persons to save for vetirement, but in the -
instances where a mandatory retirement age is set, they define the tixme
period’ during which an annuity must be accumulated. "The widespread
reliance on public and private pensions rests on the premise that most
people make only minimum individual preparations for retirement income."
Juanita M. Xreps, "tconomics of Aging," in Ethel Shansa (ed.) Aging in
Contemporax™/ Society (3everly Hills, California: Sage Punlications, 1270),
p. 86. This seems tO Le the case in Great Britain as well. Dorothy
Wedderburn, "Old People in 3rizain," in Sthel Shanas (ed.) Acing in
Contemrorarv Socisty (Beverly Hills, California: Sage Sublications, 1270),
p- 101. The delegates to the 1271 White House Conference on Aging recoc -
nized this proklem. "Too many individuals fail to plan Zor retivement OY -
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> plan too late.” 1971 White House Conference or Aging, Selection Recommenda--
tions on Employment and Retirement (Washington, D.C.:. U.S. Government
Printing Office, 1971), p. 6. Those persons who are expected to have the

most problems seem to plan the least, perhaps because they are discouraged

and need assistance. James N. Morgan, "Trends in Early Retirement," The
Aging Consumer (Occasional Papers in Gerontology, no. 8) (Ann Arbor:
University of Michigan, 1$39), pp. 41-45. -
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2. EARLY RETIREMENT IN INDUSTRY

Industry has found that the hidden vayroll costé of maintaining
inefficient older employees may be greater than an early retirement cension
and that the separation-pay aspect of an early retirement pension makes it
easier to reduce the work force. Businesses have taken steps such as
general cost-reduction programs involving marginal performers, company-wide
reductionofgmrsonnel'because of business‘conditions or techﬁo;pgical change,
the shutdown of a specific department, and the weed;ng out of older, marginal
performers.l Workers in industry also have been encouraged to retire prior
to the mandatory retirement date through lideralization of rgtirement

4
benefits, both from Social Security and from private plans. A number of

iabor unions have negotiated early retirsment plans, most notably in the

automobile and steel industries. y

Today, 96% of the pension plans in industzy provide tor early
retirement. Most plans require an early retiree to take the aétuarially
-reduced value of nis accrued benefiﬁs, the reduction being made to recognize
the increased time during which the benefits will be paid. 1In 22% of
the plans, however, likeralized benefits are provided*toipersons who volun-=

tarily retire early.2 These increased benefits are provided in several ways:
~ 4

~

- e A liberalized early retirement discount may be given,
, where the accrued retirement benefit is still reduced
for each year the employee is under the mandatory
retirement age but the reduction is not as severe as . .
the standard actuarial reduction-

e The full benefit that would be received at the mandatory
. retirement age may be.given, without any reduction for -
early retirement. ‘ -

~
.

e The regular early retirement benefit may be supplemented -
until the early retiree reaches age 65, when he can
draw an unreduced Social Security ‘benefit.
These benefits may be general, in that they apply to all employees who neeat
the eligibility recuirements ¢or early retirement. On the Pther hand, they

may be senior suoplements., restricted to a class of employees who meet more

¥ scringent age and service requirement3; or they may be company-option

supplements, applicable only to employees who are asked to retire ©y the
- ’ -
company. The general and senior supplements have grown in usa during the

-
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last -decade, while the company-option supplement is more limited, found
mainly in a few specific industries.

An excellent survey of retirement practices in business and

T L. . - . - 4 .

industry isc available from Towers, Perrin, Forster and Crosby. We reinter-
. viewed selected fixms from this study to determine their recent experience
- with incentive early retirement“schemes and to seek information that might

. ,
be useful for colleges and universities considering early retirement options.

Table 2.1 summarizes these plans in industry.

Through our investigation we found that early retirement often is
¢ another name for .ermination and that termination programs generally apply
to a wide range of employees. 1In some cases termination/early retirement
programs apély to selected groups--usually high level managers and profes-

sionals. TFew persons retire under these options, except in a few firms.

x

In general, we found that:

e A féw large firms have instituted formal programs.

e Many firms have some special arrangement, though
informal and not widely publicized; some are even
"under the table."

. e Some programs are temporary; others are "permanent."

Basically the early retirement or termination programs £fall into the

following categories:

¥
~

e one-time payments (sometimes spread over-a nunker
of years);

e liberalization of the early—retiremégt actuarial P
reduétion;

e a pension suppiement, sometimes geared to expected
Social Security income; or

e part-time reemployment, often a special task.

-

Few firms are guaranteeing cost-of-living adjustmentzs although
across-the-board adjustments have been made in many cases. Most Zixms do

not see this as an essential sart of an incentive early retirement »drogram.

; 2usiness and industry have identified & number of necessaxy ..

components £or increased-benefits eaxly retirement schemes, as'noted below.

16
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Overview of Selected Incentive Early Retirement Programs in Industry

*
-

o

a

a

Esscence of Plan

Liberalized actuarlal
discount, No actuarial
discount if age 60, 30
years of service. A
Social Security Supple-

- mept is paid until early

retiree begins to draw

Social Security'at age 62.

Two years salary paid
monthly for up 40 four
years or to age 65.

flalf of reqular salary
plus a pension supplement
to the balance of the
gsalary paid till age 62.

up to two years of salary
paid over 12 months.

Lump sum payment of a per
puxcentage (50% to 100%)
of burrent salary.

‘One year*s salary paid

-over a two-year period

or until age* 65.

» =

Formal/ Temporary/
Informal Permanent
?ormal Parmanent
Pormal Temporary
Pormal Permanent
Informal » Permanent
Informal Temporary
Informal Permanent
-

Eligibility
Reguirements

&

Age 58, 30 years of service
Age 60, 10-30 years of
service

~

Tuenty-five years of service

Age 60-62, 10 years of ser-
vice *

PR L
Age 50-60,'lw years of ser~
vice e .
> .
Age 55 . "

Iovig service

- "employees.

S

-

Comments

w—m"‘?‘
Special arrangements
made for highly paid
executives.

Offered occasionally as
need to reduce force
arises. -

’

Offered to salespersons
primarily. Persopn is )
piaced on 50% salary and -
put on consultaticn. At
age 62 can draw an un<
reduged annuity.

Used to remove maxrginal
Replaced a
supplemerital annuity

option (part of the .

actuarial reduction was

.eliminated).

f

Intended for -executives,
top management

Aimed at highly paid
executives 3 6
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Esgence of Plan __
? C
An unreduced annuity plus
5200 per month payment
At ages 55-59 till, age 62
At .ages 60-62 for 2 years
At ages 63-64 till age 65

No actuarijial discount

Supplement from éérly
retirement till age 62. .
Then after the employee
begins to draw Social
Security, the supple-

_ment is reduced by

about 50%.

No actuarial discount
plus 50% of Social
Security benefits to 65;
medical, life insurance
continued. | )

Liberalized actuarial
discount plus 50% sup-
pler2nt to age 62;

life insurance continued.

Liberalized ‘actuarial dis-
count plus 50% Social
Security benefits;
medical, life insurance
continued.

37

Formal/

“Informal

Formal

Formal

Formal

¥

Formal

Formal

Temporary/
Permanent

Temporary

Parmanent

Permanent

L4
Permanent

Permanent

- Eligibility--
Requirements

Age ‘55, 30 years.of service
less two years for each
year above 55

Age 62 or 30 years of ser-—
vice

Age 60 and 30 Vears of ser-
vice

) ¢
Age 62, 30 years of service

N

! %

Age 55,-10 years of service
\
Age 55, 15 years of service

ggpments

Uéed at all levels of
employment. Many re-
tired under this option.

/

>
.

‘Limited to hourly emplov-
ees, clerical and mana-
gers. Intended to be 3.
supplement until a person
becomes eligible for
Social»Secgrity.

Avdilable to all; 66%
choose early retirement.
Largest number in late
fifties. '

-

Available to all; 55% *

choose- early retirement.

“Necessary as a competi-

tive benefit, but of

course you hope to in-

duce marginal performers
¢+ to choose it."




Esgence of Plan

_ R11. No actuarial discount,
modified medical, life
insurance

“pre-retirement leave of
abaence": early retirement
benefits plus Social
Security equivalent to
age\62

-

p12. "Besides standard carly
retirement, there is , ’
‘discretionary retirement!
which adds $250/.nonth
supplement to age 62

' and no actuarial discount"

LY

g13. No actuarial discount; 1lib-
eralized actuarial discount

61

Bl4. NO actuarial disccunt;
. * Yiberalized actuarial

Ciscount
4
B15. No actuarial discount

1316./No actuarial discount

Liberalized actunarial
discount

+

Formal/

Informal

Yormal

Informal

Informal

Formal

Formal

Formal

Foxmal

Formal

Tozporary/”
Permanent

Permanent

Permanent

Permanent

Permanent

Permanent -

Permanent
Permanent

Permanent

'

Eligibility
Regulrements

Age plus years of ser-—
vice = 85

Age 57, 15 years of servicey
exempt personnel

Over 55, years‘ikservice =

80; exempt persoﬁnel

<

Age plus years of service =

89; age 55-62 P

A

Age plus years of service
= 75) age-~58-62

>

Age 62, 20 years of service

LY
Age 58, 27 years of gervice
Age 50, 10 years of gervice

-
. -

”

«

Comments

el

Available to all, 50% choose
early retirement, 66% hourly
workers

“yoluntary"--but initiated,
approved; and packaged by
wmanagement before emplcyee
is approached. +Used for
wdivision reduction of ner-

sonnel and marginal empioyees

in about 100 cases"

vUsed in plant closings;
“occasionally"” for
individuals

The provision has been in
existence for many years

Few people are taking this
option (only 25% of firm's
retirements are early)

Available, to all

N
Available to all, houxly
and salary; wost retire
at 62
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Easance of~Plan
Liberalized actuaria*
discount; modlfied medical,

1ife insurance continued

<

)

-

Ne actuarial discount

- Tiboralized actuarial

discount; medical, life
insurance ‘continued

Barly retirement plus lump
sum payment equal to
"gavarance or a little
more®

i . .

Formal/‘ Temporary/
Informal Permanent
Formal ' Permanent
Formal Permanent
Formal Permanent
Informal unoffiocial
Fad
'
2
4 .

L 3
Eligibility >
Requirements

Age 55 " .

1

Age ‘62 or age plus service
= 85

Age 55, 10 yeaxs of service

~
-R

Same

K A

-Commants

; Available to all office
-personnel; 50% choose’ it
at vardous ages .

80% choose -early retire-
ment, mostly at 62 ’
Available to all

S
1

~"You w111~retire or be
terminated."
to nonnunion, exempt - -
personnel

" Only appliedx
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A minimum age for retirement eligibility. A low minimum age

results in an inadeguate benefit level in most cases, but it may also
provide a iifeﬁime severance allowance for a rélatively young employee.

A low retirement age can also result in a burden on the system. In some
cases, young retirees may compete for other jobs with job seekers who do
not have pensions.' Age S5 agpears to be the youngest'age at which most
retiremené plans in both industry and academia permit the payment of
retirement benefits. Few firms encourage intentive early retirsment drior

to age 60, for 'reasons of cost and level of benefits,

.

. A.minimum number of years of 'service. In addition to fulfilling

the séme purposes as a minimum age requirement, this requirement serves to
retain people who can continue to make a useful contribution. Few conven-—
tional early retirement plans permit ratirement after fulfilling only a
¥ service~credit requirement, but both the minimum.age for retirement and the
number of years of service gredit are continuing to be shortened. Although
some retirement plans perg;t retirement henefits to be paid after Qnly £ive

years, the benefits would be quite limited, even if the employee had passed

age 55. An increased-benefits early retirement scheme, if it is to encourage

more than a few retirements, would have to be limited to persons with at
least 10 years of service credit. Otherwise, the supplemental benefits
wbuld have to be substantial, to compensate in the benefits formula for

the limifed yvears of service credit and related empldyee and employer

>

contributions. i ' -

Consent of the organization. When the eligibility requirements

are liberal, the organization's consent is typically required. In some
cases, the organization decides that an employee who might be eligible for
early retirement benefits does not merit an increased pension, and in

other cases, an organization might lose employees whose performance was at
or‘above par, or could be in a position to pay a l1ifetime severance benefit
to an’/employse who reemploys with another (poésibly competing) organization.
0rganizaéi9nal consent might be required at younger ages but not at older
ages. ’Althouéh organizational consent is often recuired, "window" ogtiorns

. . . - N . .
have made the option available to all persons 1n certain age—-service

cohorts. .

43 .
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Perlﬁd in force. .Soge firms view these options a; temporary,
others S permanent. In praétice, all are temporary since they may be
revised. A possible problem exists with temporary programs. Persons may
delay taking the‘option the first time offered, hoping the program ma§ be
available at'a later time when they feel they will be in a better position
to take it. Due to these postponed,retirements, the net resul:t might be

only- a slight reducticn (or perhaps ‘an increase) in the age of retirement.

x . L4
r Ease. of funding. Basing an annuity sudplement on a projection of

future salary {or on present salary and stock-growth trends) is seen as
v, . somewhat rlsky. A multiple of current salary as' a termination benefit is

. seen as more certain.

Means of finanging the supplement. The provisions of ERISA and

Sections 403(b) and 415 of the‘Ipternal Revenue Code demand special attention
Jto the way ia which supp}éments are paid to persons who terminaté/retire.
Under the IRS code there are .limitations on the amounts that can be added
to‘a person's annuity, and some supplements are not Peing paid as part of{

the firm's pension.

* -

The key points seem to be tﬁe minimum age for eligibility and the
. minimum numbe; of years of service credit. Institutional consent, over and
) above that imélied in the design of the early retirement option, is less
widespread. TFew early retirement programs permit retirement prior to age
55, except where the employee has accumulated 20 or more years of service
credit. In some of these cases, the employee may be approaching his full

annuity, and a liberalized early retirement plan may not be necessary.

- Eariy retirement must be financed in some manner, either by an
Y

institution ox by continuing workers. The options include an influx 9f
'  additional fundéﬂ a reduction in the number of employees, increases in the
actuary tables, or a selective distribution of available funds among
particular groups of workers. It would be possible for an institution to
determine whach specific employees have reached an age and leng;h'of sarvice
that would perinit them to be retired with funds remaining to flﬂance a net
lncrease-ln the number of emplovees. AOwever, these employees may not
necessarily be the ones that the institution would like to retire. TFurther,

selective early retirement may not be viewed as ecuitable. Instead, blanket

. .
avarlability of early retirement for age-service cohorts may be more acceptable.

RRIC . 44
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How do firms decide upon the ingredients for their earlv. retire-

ment schemes? How do they establish the benefit levels?

° We approached thosa .firms that have had success with early

retirement (in the sense that their incentive plans have caused people to
retire early). Although we cannot reveal the names of specific firmms, their
experiences are instructive and enable us o suggest alternatives usaful to

academia.
Pirm Bl

This firm's formal early retirement program is a permanent arrange-
ment available at the employee's discretion. "fa fact, this option may or
may not be considered an incentiye program. Implovees who havé reached age
§8 with 30 vears of service may retire early and receive a monthly ocension,
calculated like a normal pension but reduced one-half of one percent for
each montthetween the :etifemenQ-date and age 60. A pexson retiring after

age 60 with 30 years of service does not receive an actuarial reduction. A

person age 60 with 10 but less than 30 years of service credit receives a
pension which. is reduced one~third of one percent for each month before age
65 (the mandatory retirement age). Any person retiring before age 62 re-
ceives a Social Security supplement. This arrangement was negotiated by

the union and is available to all employees.

In addition, this firm has an unpublicized scheme intended for
management emplovees «who "have gone stale" or who are "not able to cut it."
T£ such a person is near +he retirement age,_the retirement options are
pointed out to him. TIf it takes more to get him to retire, his manager may
work out a "special" retirement arrangement. As a large firm, however,

they can often relocate these problem employees.

mhis firm also has a separation—-pay option which is useé when
chere is a need Zor 2 cutback at a particular installation, but this is
fiot an early retirement arrangement.

..

Although this f£irm did not have extensive experience with in-

duced aarly retirement, it is interesting to note that over 60% of the

£irm’s amployees are retiring early, and most of the early retirees

leave more than a year or two early. Tor axample, in 2 typical month 50%
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of all retirees retire early, and only 15% of these retire just one or two
years early.

¢ »

Firm B2

Like most firms, Firm B2's retirement plan includes a regular
early retirement provision, where a person retiring before a certain age '
(age 60) has his pension reduced 3% per year for each year he retires early.
In this system a person retiring at age 55 would receive a pension egual
to 85% of his accrued annuity. The firm feels this arrangement is competi-
tive with those offered by other firms in the indistry. They are comfortable
with this practice and feel it gives a reasonable turnover at the older
ages. They are not sure that'they want to provide "massive" incentives

for early retirement.

During periods of severe manpower surpluses this firm has offerkd
a “special separation allowance" to anyone with 25 or more years of serv ;e.
Host of the persons who took the option were also at least 55 years of age.
If the person retirés early he receives two years pay spread over a four-
year period (or until age 65). This option has been offered twice, both !
times for limited periods. Aanother offering will be made soon to employees

at a specific installation.

(=4

Early retirement here is seen as non-selective. £ a person is
not performing well he is given job counseling, rather than being encouraged
to retire early. The specicl early retirzment Provision is reserved for

cases of excess labor suprly.

According to management, emplovee reaction to the special,
temporary program has been highly favorable. The firm feels they gained
through the option, but they argue ttat it iy difficult to track -employee

replacement, the cost of replacement, ctc.

This firm was not sure how many people would take the special
early retirement option. However, they thought people over age 60 could
hardly afford to tura it down, as they would receive almost £ull pay under

early retirement. Fewer people aged 55-80 took the option. The £irm

l{llc | 24" . 4 8
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believes that age is the best oredictor of .cceptance; salary and rank seen
- g = = - b e‘

to be less important.

A special separation paymeat was selected over higher lifetinme
benerlts because it would be easier to keep ‘the arrangement temporary.
According to the firm, setting +he level of the benefit involved a l;etle
magic. Considering existing eaxly re*lr.ment incomes, the supplement
seemed enough. More would have seemed over-generous, perhaps wasteful.
™™o years salary seemed right. Our informant feels that they would not
have gotten a much higher yield if they had offered three years instead of

two.

The early retirement offer was designed to be strictly voluntary.
A letter was sent to eligible employees, *cportipg the program but pointing
out that it was strictly voluntary. Managers alse\}ere informed that the
program was voluntary, that there haé to be no arm twisting. The firm
claims that it received no complaints from employees who felt.they were

being forced to retire.

The program was considered well-received. Out of a total of
160,000 employees, 3,000 were eligible. Below 53, there was a 1%
acceptance rate; for employees 55-59 the rate was 44% (1100 out of 250C);
and at 60-64 the rate was 75% (675 out of 900) . Acceptance rates did not
vary by occupational category. Age was obviously the most important

variable: over half of the persons eligible by having over 25 years of

_ sexvice were below age 55, but only L% of these persons took the option.

(It should be noted that persons uncer age 55 were not eligible for a

pension.)

Unlike tne orocesdure in scme other firms and universities,
electing this early retirement option was straightforward. "The employee
would submit a reguest for re~irement through his manager, who would pass
the request to personnel and the corzorate neadguarters, whereuron the
details were taken care of Ior ~he smplovee. The emploves was also reguesied
to participate in an axit interview. This firm claims there was no buresau-
cratic maze involved in early retirement, that the emplovees elected the

cption, and that there was no reason to impose company consent.

2547 ¢
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Although this firm knows the persons who did not take the optien,
they have only limited data about why they decided to continue yorking.
The firm attributes the rejection to the employees' family circumstances,

particularly to outstanding financial commitments.

Overall, this firm is satisfied with its experieﬁée with increased-
benefits early retirement. It met the firm's needs, and the firm feels that
as long as the option'is flexible it zan work to the firm's aévantage. How=
ever, management at this firm warned that the mote‘often early rétirement
is encouraged the more it affects later retirement {by removing people who
would later retire at the normal or mandatory age); furthe;, it eventually
comes to be seen as an employee benefit. Before offering this 6ption again,
this firm will aék whether it is worth the risk, especially in light of
recent concerns about the discriminatory nature of these programs. (Note
that this firm picked the number of vears of service as the determining

factor, not age.) *

It might be noted that this firm tends to look after its retirees
through personal contacts, inclusisn of the retirees in company functions,

etc.
. ' Firm B3

Firm B3's early retirement plan (which the firm says is more
properly an "inactive sexvice" program) provides an early retiree with 50%
of salar§ plus some money £rom consultation assignments. The program
is aimed at salesmen and is available to persons aged 60-62 with 10
years of service (at age 82 aﬂ employee can retire with an unreduced
peasion). Between 50 and 100 pérsons have participated in the option,
which is not availablé to everyone. It is a company option, offered to

specific emplovees.

This £irm is now considering another type of inactive service
program, one that will aprly more widely. Their intention is to davise a

program which will cause more people to leave early, to move out certain

persons, and to bring in young persons.

The option as it stands today is not generally known to employees

of the firm. £ is not mentioned in the firm's retirement booklet. The
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firm veports that some persons ara grateful to be on the program,” but
others are bitter. As oux informant pointed out, this scheme is not really

?
an "offer." Rather, it is a management decision, and employees take the’

option because the alternative to it is termination.

Because tgg firm is interested in céusing more employees tO
retire early, it may modify its altermative. Already less than one-third
of its retirees terminaté at the‘gandatory age of 85. Most retire between
62 (when they may take an unredchd annuity) and 65. Very few now retire

nefore 62, unless they are placed on the inactiQe service program.

Firm B4 . X
This large firm differentiates between a person who retires afitsr
vesting (10 years of service récuired) and ong/@ho has 15 years of sexvice
and has reached age 60. The latter person is designated as an annuitant
and is provided additional benefits, such as a continuation of life insurance.
Tf an employee retires voluncarily before age 60, his pension is not

supplemented.

.

An early retirement at <he company option is supplemented. Wnen
the corpany terminates a person early, a severance allowance is paid ‘ia
accordance with a formula that differs for annuitants and others., Up to
two years salary may be paid to a person required to terminate early. The
severance allowance ié paid in jnstallments up to 12 months, if the employee
desires. The exact payment depends upon the employee's age and the sumber

of years of service credit.

This option has been used in three instances: (1) where there
has been a pure surplus of employees, (2) where there were ineffective
perfééééés, and (3) where an employee.was doing a satisZactory job, but a
manager wanted to place a new, more effactive ﬂ?ployee in the job. In all

three cases the amployee receives the same rxeatment.

The f£irm uses this option to zero in on zoor performers, put they
txy to have ceople volunteer for the procram. They offar the option to

more than just thosa they want -o retire early. So £ar, chey have been

able to cause the "right"” persons toO ~ake the option.

&9
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In establishing the benefits levels, the firm tried to match what
people would be getting under an old program which offered a suprlemental
annuity for life. Hosgital insurance, family-income insurance, and product

discounts are also provided. -

The firm feels it has not saved much ’if any) money under this
alternative because most people have had to be replaced. However, the fimm

is satisfied that the option has succeeded in replacing marginal employees.
Firm BS

This f£irm has an informal, temporary program which provides a
severance payment for a person the firm wants .o transfer but who would
rather not lgave an area. The payment ranges” Srom 50% to 100% of annual
salary. The payment is determined individually for each éérson. for
exaﬁ§&e, the firm found that it had a surplus of'managers in a particular
location. It tried to transfer the employees, but if they did not agree

to the transfer they were terminated.

The benefit férmulé.is roughly related to years of service and
provides aboué a year's pay. The payment 1s usual;y made in a lump sum.
Along with the payment is provided life insurance to age 65, medic§l @
coverage, and a supplement to medicare. The closer an early retiree is to
age 65, the smalisr the payment. This firm has not relied solely on this
scheme to solve its manpower problems. Like several other firms, this
organization is large enouch to handle many of its problems with transfers.
T-e firm has an active program of job placemgnt, and when a person is
identified as surplus the firm attempts to find a new posicion for the

emplovee.

Special early retirements represent a small fraction of the
firm's retirees. The firm has 20,000 emplovees on the retired rolaes, but
only 75 have been incentive early retirements. This firm is concerned that
making pensions too generous r.y drain away the good people, people who may

rather travel, start their own businesses, or do volunteer work.

28
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Firm B6

. *

This £irm has two plans. Cne is a norpal severance allowance.
program that is granted to a number of individuals in various circumstances.
1+ is used where a job has been eliminataed or Zor cost reduction. The amount
varies, depending upon the amount of service an 2nployee has and how close
he is to retirement. It tapers off at ar= 62. The second scheme is a special
program, only occasionally granted, which is administered by a committee

that controls salaries for the top 400-600 emplovees in the £irm.

Early retirement i's seen as a management ootion. In cases where
a person is blocking organlzahlonal change, the firm may grant a wore gen-
erous severance a%ldwance in order to nove the employee out. When necessary,
these persons are paid up to ©ne year's pay over a two-vear period. The
option exists to serve the needs of management. It is used very sparirgly
and selectively, and ourx informant stressed that there was no guarantee that
an ellglble employee will receive the option. In fact, only two or three
employees per vear are *emoved under this scheme. Like otherclarger firms,
this one tries to relocate an emplovee before terminating him under the

early retirement scheme.

‘ Firm 87

In 1971, Firm 87 jooked #oward the future and anticipated a down-

n:

turn in business. rin g was reduced, business began to slack ofZ, and the

-

firm saw imminen+ layoffs.

-~

Fi¥@ 87 would like to have employees bellieve they have a permanent
job. However, upon examining employee distribution, the firm saw i+ would
not be able to hixe young smplosees, upon whom it had depended in the past.
Thé corporate management calt that if they could not hire, thev*would face

stagnation. ©On che other hand, they did not want to fire establ*shea

employees.

".anagement was willing to sgend a faw dollars to enﬁ%nce racire=-

(22

ment for persons in older age groups," our informant told us. This wou
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cause some employees to leave. Not all the vacated spaces would be refilled,

so the work force would be reduced and layoffs would Le avoided.

»

: : . P . - ; N
Persons who met certain criteria (age plus years of service 7

x

totaling 85 at age 55, or one point less than 85 for each full vear older -
than 95) were offered unféduceqrannuities plus $200 until age 62; pérsons
60-62 at retirement would receive the $200 for two years; and persons aged

* ‘ -
63-64 would receive the $200 until age &5 (the mandatory retirement age).

Insurance coverage was also continued by the company. Group life
insurance was continued in full force until age 66 when it would begin to
reduce to a lifetime minimum. Basic health-care protect{on and major
medical was maintainéd for life by the company. Individuals covered under

the company's surv1vor lncome plan~ox the surv;vo*-beneglt plan could

*

~maintain their coverage to age 65 bv having their montnly share of the cost

deducted from their monthly annuity payments. -

This firm analyzéd the acceptance pattern and found with a few
exceptions that people were encouraged to retire about two years earlier
than thevy had planned to retire. It seems as if persons who were planning
to retire at 60 had begun to think about retiring at 58, and they elected
this option. Persons who were planning to leave at.62 and take an early
Social Security benefit saw the option as a way to retire at 60. People
over age 62 seemed to decide to wait until 65 to *etl-_\ "The average age
at retirement dropped two vears after the early retlrement program was

implemented.

The option was offered from top management on down. There was no
pressure to take the option. All who fell in the eligibility category
received a letter of explanation from the prgéident of the firm, and the
retirements were handled as";Butine retirements. The scheme was estimated

to abpeal to 1,700 persons, but was eventually taken by 1,720.

The fi;m fsels that this option caused +hem "to lose a lot of

" There was some concern over

good people, as well as those over the hill.
losing talent when the option was first offered, but they were able to

replace the early retirees without diZficulcy.
The fixm is pleased with its program, ané in the words of our
N . e
informant, "it did not cost as much as it looks." He reports that if they

-
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. d}d not let anyone back out of the decision, and that caused a few “roblems

. ‘.". . . + '

had had to replace the early retivees one for one, they woulh not have

an

used thls\orogram stead, only 60% of the early ret'*ees dere replaced,

and no salavled emo;ovees were replaced.  Remalining eé lovees were merely.

.

. . " I

- -

shifted around: 2

This early retirement program nad another advantage in thHe eyes ’

of the firm. It enabled them to continue hiring college graduaces during

a three-year period when their competitors were unable to do so.

Most employees were content with *.e offer. The firm received

some complaints from persons who did not auallf;. On- the other hand they

To avoid some complalnts, anvone who had vetired early during the prev;ous

year was given the benefit of the plan, if they met “the eligibility criteria.

.

This company's experience shows that a sudcessful program can be
mounted quickly if needed. :ollowlng a reguest from the president's office,

the program was éesigned in one month, ‘Qrmally placed on paper during the

»

following two weeks, announced the next month to go into effect .the following

L] . »
month, for a three-month eligibil ity teriod.

The largest acceptance rate was in the 58-62 age gracket.' Manage-
ment feels that people who wWere work*"g at age 6: or older were working
because they needed the salary, that their decision not to retire had been
made years earlier, and their winds could not be changed. 1In éerms of
service, the nighest acceptance rates were for pe*sons with 28-30 years Or
more of credit. In order to. encourage péople to make up their minds akout

the option, the firm announced thac the plan would be temporary and would

not be offered again ZIor at least five yeaks. ﬂoweve the firm coes not

feel bound by the past and may not ofrer the progzam again. '

1)

irm BS.
2x= =2
This firm's formal earlwu retirsment grogram ¥as institutad i
response to union pressure, not as a Wway to regmove emplovees. The opegicn

is intended to Give seople 2 5_gefit until they reach 62 when they may

3

hegin to draw Sociai Security. It is iptended to rermit long-service

employees (rersons wizh 30 vears of service) to ratire even thouch they

=
& N .




mav not be 62 vears of age.’ The option provides a nension suprlement fxom

-y f
the time ar early retirement (for a person with 30 vea*s o2 service) *unt:l

E-

age 62. At ‘that age the supplement is reduced by about “50%.

In addition to this fo*mal program, the firm has encouraged some
people to leave through speczal pension arrangements. Others have been
laced on quasz-consul tant projects. £ill others who were not yet ellglble \
for an unreduced pension have been given one, to encourage them to retire
early. This option is supposedly used very sparingly, even less in recent
years. Instead, poor performers are counseled, moved to new positions, or
encouraged to move to a new firm while they are young.

Firms B9-Bl2
Besides the incentive of- no actuarial discount (or a liberalized
actuarial discount) for early retiree pensions, these %irms provide a /
supplementary benefit tied to Social Secarity. The link to Social Segurity
-. serves thres purposes: £irst, ié makes possible an exact prediction of
cdst; second, it establishes a-definite cut-off point (usually 62, occasion-
ally 65); third, it enables the emplovée to connect the program with the

retirement norms of the society.

¢

These firms illustrate the type of incentive early retirement
o
schemes available at many Zirms. Emplovees' wnose age and years of service

equal a particular number may ‘retire early without having .Hezr oenszons

actuarially reduced. Person; who retire before achieving this number have

their oenszons reduced but do not suffer the rull reduction. ‘these options

make it possible for some employees to retire ea*ly, but they do not seem

o attract many persons. The additional pension benefit is apparently not -
large enough to cause peonle to stop working, at least not until age’ 62.

As Firm Bl8 illustrates, however, some-imes unofficial pressd:e is addegd,

making early retiraement 2 euphemism for s verance. .
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This section began wlth a distillacion of the essential ingredients

of these retirement plans. Those plans most effective in inducing early
retirements were obviously the ones which paid the largest bonuses to persons

who would quit, Théy were, in our opinion, also the schemes which were more

carefully administered and the ones designed to respond to particular organi-

)

zational goals. s

)
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Mizchell Meyer anéd Harlané Fox, Early Retirement Programs (New
York: The Conference Board, 1971), pp. 1-2. )

“

2 ., . - - .
Mitchell Meyer and Harland Fox, Profile of Employvee Benefits

{New York: The Conference 3oard, 1974), pp. 52-35. See also Towers,
Perrin, Forster and Crosby, Earlv Retirement for Executives: Practices,
Attitudes anéd Trends (New York: Towers, Perrin, Forster gn& Crosby, 1974).

-

3Meyer and Fox, 1971, pp. 19-36. Contained in these pages is
also a summaxry of the autoworkers' and steelworkers' early retirement plans.

e .
.

4 . R .

Towers, Perrin, Forster & Crosby. Early-Retirement for Execu-
tives: DPractices, Attitudes, and Trends (New York: Towers, Perrin, Forster
.and Crosby, 1974).
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3. EARLY RETIREMENT IN ACADEMIA

In an effort to redrass some of the problems of the steady state,
a number of colleges and universitieg have initiated increased-benefits
early faculty retirement plans. More than two dozen institutions have .

early retirement schemes that provide (in scme circumstances at least) a

. . 1
supplement for income lost when a person ret:res early. ¢

Although imany jnstitutions have had early retirement plans for .
decades, these generally were options to retiré early with a reduced annuity.
Until recently, few institutions had made provisions for increases in earl
retirement annuities to permit ox even encourage persons to retire before
the mandatory age. During the growth years of the 1950s and l960s, Few 7
institutions had reason tc consider ways in which to cause employées to
retire early; they were havirg a “difficult time r=craiting and retaining
employees! Some institutions that had mandatory retiremen provisions

also had arrangements whereby over-age employees could be rehired on a

- *

year to year basis.2 Most persons who wanted to stay on aft ter mandator?
retirement ware permitted to do so. Besides, at many institutions, mandatory
retirement was as high as age 70. Some jnstitutions still have age 70 as

the mandatory retirement age, and a few permit extensions beyond mandatory
;retirement, but in recent years the trend has been toward lower mandatory
retiremeno ages and fewer extensions beyond the mandatory age.3 The .reduc-

tion in the retirement age in academia is consistent with the reduction

experienced in the ecoromy as a whole,4 However, retirement ages in
academia are still generally higher than those in industry, and a retirement
considered "early" in academia might be considered "1ate" elsewhere.
In the early 1970s, Teachors Tnsurance and Annuity Association

of America-College Retirement nquiuy fund (TIAR-CREF) began to receiv
jrdecreased inguiries about early retirement. 1In 1972 TIAA-CREF prepared a .t
document outlining a variety of provisions intnndeo to supplement pensfits

for early retirees. These  provisions werg designed to make early ratire-

ment more attractive and to jve the institutions more flexikility in
g

adjusting to‘staffing needs. ‘When T*nA—C F published its brochure, & number

. . . s 3 : - po
of instituiicns dac increased-oenefits early retirement schemas.




In late 1952, TIAA-~CRE! sent a questionnaire %o the busineéss
offices of 2,533 institutions seeking information about their early retire-
ment practices. The questionnaire asked about the provision of severance
pay, gradual reductions in work loads, supplemental monthly retirement
income, plus other benefits designed to encourage early retirements.° They
had a 51% response, and among the 1,294 institutions responding, over 50
reported providing some type of severance payment--including l1.mp sum pay-
ments, a year's salary, a percentage o accrued sick leave, or a contribution

to the pension fund to bring the early retirement annuity up to the amount

that would have been received at mandatory retirement.

A reduced work load option was reported by 44 institutions. This
alternative was being used both as an incentive to phase into early retirement
- and as a way %o supplement the incomes of persons retiring early at reduced
benefit rates. Some instifutions also provided all or partial fringe
benefitcs as part of this option, including continued contributions to the

pension fund until the mandatory retirement age.

Twenty-nine colleges reported programs that provided supplemental
monthly retirement incomes for early retirees. Benefits {(beyond those the
. eariy retirees would receive anyway) were provided by payments from current
operating funds, through payments of additional premiums to individual
arnuities, through group annuity arranements, and through special retire-
ment funds and reserves. Other types of incentives included continued
payment into Social Security, payment of nealth and life insurance premiums,

and payment of pension fund contributions! until the mandatory retirement age.

About the same time that TIAA-CREF administerasd its early retirement
survey, the Office of Institucional Analysis at the University of Virginia
did a similar survey of the 48 member institutions of the Associaticn of
American Universities.7 The results were similar, but the University of
virginia study also reported about the plans of institutions then without
early retirement arrangements and about changes in existing plans. The
study uncovered plans for reducing the mandator, retirement age toward 65
in about half of the insci:utions,8 and hals of the institutions either
already had, or wers intending to implement, incentive~-based early retire-

ment plans.

ERIC " 58
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A follow-up survey of the University of virginia sample was con-
ducted during 1975 ?y ~he Office of Institutional Scudises at the University
of Southern California.9 This survey found that early retirement plans in ’
universities had not changed much since the University of Virginia study
had been conducted. The planned lowering of the madatory retirement age
at three institutions had taken place. While some of the sample institutions
wexe still considering changes in their early retirement plans, few changes
had been made. Four universities (Kansas, North Carolina, Pennsylvania and
Princeton) had added early retirement programs, hut eight either had drgpped
their early retirement plans or were using them sporadically (Clark, Corgell,
Harvard, Iowa, lowa State, McGill, Ohéo State, and Texas). Unfortunately,
the reporting inscitutions were able to provide little information about
the effectiveness of their early retirement programs. =ither they had
not kept adequate records or their plans had been in operation only a short

while.lo

Other schemes were reported, including the cash severance pay
option, either a lump-sum Or a time-series payment. Wnile this alternative
poarently has been used on an ad hoc basis, it could be formalized, with
the severance pavment related to years of service or years remaining until
mandatory retirement. The payment might be a percentage of annual salary

If the severance payments were made over a period of time, contr butlons

o the employee's annulty program might also be made. Since a large lump-
sum payment could resul* in a large tax obligation, the severance payment
could be made to the employee'siannuity snd thus spread tax payments over

the employee's retirement years.

Phasing into retirement through part-time employment was also
discussed. Under this option, contributions to the employee's annuitry
would be continued at uis full-time salary level so that the retirement
income would be the same as that expected refors switching to part-time .

mployment.

Another scheme was proposed where the earlv retiremenc sugpliement
would be provided persons retix: ing at least Zive ve
in a manner that provided the largest supplement to gersons retiring the

sarliest. Under this option, the annual lifetime supplement would be agual

ro a percentage of the early retirss's annual saiaxy at early rezirement
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for each year of service credit times the number of years between the early

and mandatory retirement ages.

. These existing surveys brovide sufficient data 2bout the bulk of
current early retirement plans in academia. Our interest in discovering

the essential ingredients of incentive early retirement schemes led us to
investigate in more detail the sewveral plans in academia Ehat have been
successfully used to retire a number of faculty members before the mandatory

age.

The five university plans we examined in detail are outlined in
the following pages. 1In Chapter 6, we analyze the experiences of retirees

under these schemes and the schemes of two business Zirms.

Institution Al

Until recently, early retirement ;t this institution was accom=-
plished through an informal program. There were no precise regulations
concerning the eligibility age for early retirement or the number of years
of service required. The faculty member retiring early received approxi-
mately 75% of the annuity which he would have received at age 65, the normal
retirement age. The cost of the supplemental annuity averaged about one-
third the total salary, plus employee benefits which would have been paid
to the individual had he remained on the faculty until age €5. Complex,
individualized@ calculations were reguired to determine the amount of the
annuity, which was dependent on the amount of the projected annuity at

early retirement.

Recently, a standardized formula has been developed to simplify
the calculation. It has bpeen decided to offer the standardized early
retirement annuity to staff members who will be at least 60 years of agsa
and will have at least 20 years of service by July 1, 1977, with at least
10 years as a member of the retiremenc plan for staff members. The offer
is being made only for early retirements to be effective either July 1, 1977;
January 1, 19i8; or July 1, 1978. The sup: lemental annuities will be
purchased outside the regular retirement plan on a single-life basis with
no spouse's benefit. The lnforﬁal £rogram for faculty early retirement
will be continued for individuals in the age range from 55 to 60. Under
both the formal ané the informal program, the only restriction on employment

is that the early retiree may not be reemployed at the university.

o . 38
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This university formalized its incentive early retirement plén for

a variety of reasons: to provide an option foxr long-service employvees who
_would otherwise be laid o:if; to oprovide long-service pensions for senior
faculty and staff who wanted to retire for personal reasons; and to encour-

age marginal performrers to retire.

Institution a2

L

At Ihstitution A2, where the mandatory retirem.nt age is 70, a
faculty member may retire at any age between 65 and 70, and the early
retirement benefit paid is equal to that which he would have received had
he daited to retire until age 70, without a salary change. During the
early retirement years, he receives benefit payments directly from the
university, and the university makes full contributions to his annuity.
Wnen ne reaches age 70, the university contributions cease, and the retitree
begins to draw his annuity. Eligibility is limited to employees with at

least 20 years of service and 18 years of retirement-plan participation.

Under the terms of the early retirement plen, any retiree who
tresumes gainful employment" at the university or elsewhexe while he is
still receiving interim benefits directly from the university (i.e., priox
to age 70) will forieit those penefits as long as he is employed. There
seems to be no ;tandard interpretation, however, of what constitptes

)

"gainful employment."

This university launched its early retirement plan two decades
ago when it realized some people were reaching the mandatory retirement
age with salaries which were too low to provide for an adeguate retirement
pension. Although age 65 had been intended as the "normal" retirement age,
most people could ncc afford to retire before the compulsory age of 70.

The university was concerned that it was penalizing long-service employees,
so it devised what might be called a career-service supplement. The plan
does have an slement of inducement, but most people see it as a monus for

20 years of service.

Tnstitution A3.

The scheme at <his university involves early retirement plus
part-time employment. it recguires the consent of coth the universisy (at

several lavels) and the individual faculty member., When a professor decides

61
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to retire early, he receives the actuarial ecuivalnn“ of the benefits due
him under the normal early retirement program; these reduced benefits are
" supplemented by an annuity purchased by the university to go into effect" ‘
at the mandatory retirement age (age 67). At age 67, the early‘retiree
thus receives an annuity equal to that which he would have received had
he remained employed until the mandatory retirement age but ha? he not
received salary increases during that period. In order to supplement his
income during the period between early retirement and mandatory retirement, 4
the retiree is provided part-time employment to equal the supplemental

annuity he will receive at age 67.

Institution A4

The plan at this lnstltutlon was a response to the reallzatlon
that the high proportion of tenured facul:y members severely restrlcied
the institution's ability to maintain an influx of new academics. An early
retizement plan was seen as a way to increase the turnover rate of £faculty

positions.

The plan was based upon the premise that early retiremenu should
be open to all older faculty members, at their own initiative, rathex than
being offered on an ad hoc basis to persons somehow identified as less
productive. The designers of the plan reasoned that the best candidates
for early retirement were those persons with lower than average salaries
(compared with their colleagues in similar age and length of service groups).
Thus, the plan calculates one's early retirzment benefit on the basis of
the median earnlngs for one's age and service category. The plan's designers
argued that this would give a greater incentive to retire to the 1ow-sa1ar1eﬂ
employees. Although the plan has been in operation for several years, it
has encouraged only a few persons to retire. The recent escalation in
inflation rates seems to have béen a major deterrent to acceptance of edrly

retirement across the country, as well as at this university.

PR

Institution AS

.

The mahdatory retirement age at Institution AS is 70. Im 1971,
however, an "accelerated retirement program" was implemented, not so much
as a way to encourage people to retire early but as a means of supplementing

the inadecuate pensions that were being received by some retirees. The
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program was first proposed in the fadulty Senate. The senate resolution

(of November 20, 1970) reads:
wéEREAs, it is desirable that all faculty members de financially
able to retire at age 65, ‘

AND, it is desirable that faculty menbers be encouraged to
- voluntarily fix a date for .retirement sufficiently in advance
as to permit effective retirement planning,

AND, it is desirable that chairmen and deans be able to plan
for replacement of retiring faculty members,

. THEREFORE BE IT RESOLVED, that the Senate recommends change of
the plan for contributions to the TIAA-CREF annuity in order to
provide that after nis 55th birthday and after submission of a
~ letter to the University indicating the date of his retirement . <
W jior MEW® than the end of thd a®idhil fear nearest his 65th
. birthday, a faculty member may increase his TIAA-CREF contribution
+om 74% to 10% to ke matched by a like contribution by the
University, with the understanding that there will be no further
University contributions after the scheduled retirement date,
even though the faculty member may elect to extend his service
past the indicated retirement date.

v

This original resolutién also contained a provision for increased contri-
butions to the retirement fund for persons who Fad already turned 56. In
some cases, the increased contributions would be made until the normal
retirement at age 70. Later changes in the provisions of the option permit )
an employee to accelerate contributions to his annuity program during any

ten-year pericd between ages 52 and 63, but not beyond age 65.

There is some con:iusion akout the purgose of the option.
Clearly a primary factor which ied to its development was the concern Zor
faéulty members retiring on lnadequate pensions or else remaining on the
faculty until an advanced age because they could not afford to retire.
But the scheme is also seen by some as a way to encourage less productive

faculty members to retire early.

This program is unusual in that it requires the sarticipating
faculty member to "£ix" his retirement date ten years in advance. However,
the faculty member may elect to stay on past that date 2ntirely at his own
option (i.e., no univexsity consent is required.) The caly change is that
no further university ccntributions will be made to his annuity srogran.

The faculty member receives a notice to that effect, tut there is aksolutzaly

b3
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no "reéd tape" involved in staying on rather than retiring. If a person does
retire and begin drawing his annuity, there ic nd restriction on employment

at the university ox elsevwhere. B2

.

Over 400 faculty members have opted for the accelerated retirement
program, but as of July 1, 1977 only 9C had reacheq their specified retire-
ment §ates. In the last several years, it is estimated that about one-third
of those who have reached their retirement dates are continuing to work in
their university positions, although they may "e w-rking part-timg or for
only an extra year. The fact that no attempﬁ has been made to track paétici-
pants in the program to see whether they do indeed retire says something
about the extegt to which this proéram is perceived as a means for encoura-

- ging early retirement.

Institutioﬂ A6

Over the years, Institution A6 has increased its contribution to

the faculty and administration retirement plan from 5% to 10%. About four
years ago, it decided to contribute 15% to the plan for persons who had
reached age 52. This decision was the result of at least three factors:
(1) some persons were retiring aZfter long service ﬁith a minimal‘retirement
income; (2) some long-term-employees were concerned that theyahad to retire
soon on an inadeguate income; and (3) some sald they wished it were finan-
cially feasible for them to retire before age 68, the normal retirement

age.

About twd years ago, the Dean of the Faculty and the Vice President
for Business and Finance discussed tne possibility of an early retirement
option and determined that it would be possible in some instances to make
early retirement attractive for those who desired it. By paying a lump
sum to TIAA-CREF, the university could purchase an additional monthly
retirement income for the early retiree. In scme cases, it would be
gossible to buy the ecuivalent of an age 68 retirement at age 65 or 66
for less than the equivalent of a full year's salary. This is how the
option worked in the case\of Professor X, as told by the Dean éf the
Faculty and the Vice President for Business and Finance:

>rofessor X is 62 years old, he has taught at the University

for more than twenty years and has taken advantage of the normal
TIAA-CREF matching contributions toward his retirement. During
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the last ten years (since he was 52) the University has contributed
15% of his salary and he has contributed 5%. He realizes that his
retirement income will be increased each vear he continues to work
for the University, botn by virtue of nis continuing nigh level
payments into the retirement prcgram and by virtue of his making
fewer years demand upon his cemulative retirement benefits.
Professor X, however, is growing tired of students and finds his
research and scholarly interests waning. Though he loves the
University dearly, he would perhaps prefer to spend more time with
his wife and grandchildren. The Dean of the Faculty discovered
this to be his attitude as he interviewed each faculty member over
age 60. The Dean made clear to Professor X that if he wished to
retire earlier than the normal retirement age of 68, the University
would attempt to help him reduce the economic penalty he would
incur by that decision. In short, the University did not believe
that he should continue his employment for economic reasans_alone
and that insofar as it was economically possible, the University
would try to remove re econcmic idcentive for continued work.
professor X said that he would like to exploré the® possidbitity

and he consulted with the Vice President for Business and Finance
to review his particular economic situation.

The Vice President Zor Business and finance asked Professor X to
review his financial situation and to estimate the amount &£ income
he believed he would néed to support nim during retirement. The

Vice President helped Professor X to estimate the vrobable retire-
ment income from all sources and calculated the pcssible impact

on that retirement income of Professor X retiring at different

ages. The Vice President for Business and Finance wrote to TIAA

and asked them to determine how large a contribution to Professor

X's TIAA-CREF account would be necessary to guarantee the retirement
income required. TIAA-CREF advised the Vice President that a contri-
bution of $25,000 before July of the yesr Professor X was 62 years
old would provide him with the needed retirement income beginning {
in June of the year he was 64 years old. In fact, it would ke
possible for Professor X to retire at 64 with the same monthly -
income he would receive at age 63. His total retirement income,
which is non-taxable for the most part, would not be substantially
less than his take home salaxy now...

The Vice President for Business and Finance calculated that aty

pProfessor X's expected level of compensation, akout $25,000 per

year, Professor X would cost the University $100,000 if he chose

to continue his employment from age 64 to 68. A replacement Zorx

Professor X at the assistant professor level would cost the

University akout $12,000 per year, or less than $50,000 for the

same four years. The savings to_th tniversity would be $50,000 )
less the $25,000 paid:>®rofessor X's TTAA-CREF account c¢r a fet.- - ‘.
of $25,000 over the next several vears, Tt was clearly -in -evexy-

one's interest to make the payment to TIAA-CREF in return Zor a

let=sr from Professor X resigning as of June of his 64th year

and this arrangement was made by an exchange of letters between

professor X and the Cean and a sayment <o TIAA-CRET.
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This increased-benefits early retiroment option was never formalized
’ Il
at Institution aA6; in fact, it has been offered to only 4 few individuals.

Currently, it is not being promoteé or discussed on campus.

\
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TOOTNOTES

ities that are memders
olus Williams and Darimduth,

lzn a recenc survey oif fifty major universi
of the Association of American Universities,

. the following twelve institutions provided some suppleme~t for income lost
because of early retiremert: Michigan, Minnesota, tanford, Toronto,
Wisconsin, Williams, California, Dartmouth, Illinois, Indiana, Oregecn and
Washington. In addition, Princeton provides contributions to the ratirement
fund for a pre-determined period to build up an employee‘s early retrrement
annuity. See: Tincher, 1976. A number of institutions not in the above
sample also have increased-benefits early retirement plans. See: Teachers
Insurance and Annuity Association of America-College Retirement Equities
Fund, "Survey of Early Retirement Practices of Colleges and Universities,”
mimeographed (Mew York: TIAA~CREF, 1973); Hans H. Jenny, Early Retirement,

A New Issue in Higher Education: The Financ:al Consequences of Early Retire-
ment (New York: TIAAR-CREF, 1974); Stanford University, The Faculty Early

.. Retirement Program (standford, California: 1973); Subcommittee on Zarly
Retizement, "An Zarly Retirement Plan for the University of Clolorado,”
mimeographed (Boulder, Colorado: UniversitV of Colorado, 1974); Senate
Cormittee on Paculty Benefits, "A Voluntary Prqgram for Early Retirement,"
mimeographed (Urbana, Illinois: University of Illinois, 1973); and Herbert
£. Coolidge and Altvon L. Taylor, “Considerations for rFaculty Retirement
Policies in a Steady-3tate Condition: A Report to the orovost," mimeograghed
(Charlottesville, Virginia: University of Virginia, Office of Instgtutional
analysis, June 1973). ) |

‘

2Some jinstitutions have had flexibie-age retirement plans ‘that

permit extensions bevond the stated normal or base retirement age. Ace
65 is the most often used pase age, and 70 is usually the mdndatory retire-
ment age. When collece faculties were ‘expanding, these plans permitred

. persons to be f£lexible about when to retirs. Now that college Zfaculties
have stopped growing, many £lexible-age plans have become fixed-~age plans
since extension< beyond the base year are not being permitted. For an
overview of flexible-age plans, see: Erancis P. King, "Retirement-Age
Experience Under rlexible-age Retisement Plans, 1930-1979," AAUP Bulletin,
vol. 56 no. 1 (March 1970), pp. 14-19.

3Coolidge'and Taylor, 1973; and Tincher, 1976. .

4The United States has exgeriegced a long-term trend to earlier
retiremerfts. In 1947 90% of males aged 55 to 84 and 48% of those aged
65 and acove were employed. By 1954 these figures declined to 89% and
41% respectively, and ty 1964 to 86% and 28%. In 1974 they were 77% and
22% respectively. Manpower Report of the President (Washington, D. cC.:
U. S. Goverament Srinting Office, 1975), Table A-2, . 205.

5. . . . A P,
TTAA-CRET, 1972. This bulletin was also published as: William
T. Slater, "Zarly Retirement: Sone Juestions and Scme Jptions," Journal
of Higher Zducaticn, vol, 58, no. 3 (October 1972), zp. '532-585.

Sprair-crer, 1973.
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7Coolidge and Taylor, 1973 .
8

.

When New York University was faced with near Zinancial collapse,
it took a number of actions, including selling one of its two campuses,
consolidating its two liberal arts schools, and terminating 200 oI its
2,200 faculty members. It also lowered the mandatory retirement age £rom
68 to 65. To counfer faculty opposiiion, increased retirement benefits
were provided. The saving was estimated at more than $2 million a year.
Roger M. Willidms, “Back from the Brink at Washington Square, " Saturday
Review/World, June 29, 1974, pp. 34-36.

9Tincher, 1976 . ¢

loIbid., especially, ». 12. .
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4. MID-CARSER CHANGE IN INDUSTRY' AND ACADEMIA

Departure from a jok before the normal ratirsment zge Ior the
general population (around age €3) is often a carsex-change phenoménon,
even when, as in the military, it Es called “re;}rement.d as é response

. to the steady state in colleges and universities, career change is thus )
an option which can be used both in conjunction with early recirement and

as an avenue for freeing positions in colleges and universities.

. A substantial proportion of this career change will be involuntary,
affecting academics who do not have tenure ard who are let go before .attain-
ing that status. This, of course, is not a new phnenomenon; evan in the

aducation, some procortion of those who &id not

fanure chose to leave academic life rather than opt for a gosition

in a different institution.

Now that the golden days are over and the competition forx employ~-

ment is severe, both in and out of the academic world, a great deal of
attention is being directed at issues of 2Zareer development and career
change. Change magazine recently issued a bocklet entitled A Guide to
Career Alternatives for Aczdeaics.” Its opening sentences demonstrats
that it is the untenured fecuicy .:omber wno is addressed:

A growing number of teachers and administrators in higher

educacion ars currently searching for alternmative careers.
* * The reasons are many. a depressed szconomy, changing demo-
graphic patterans, reduced college zudgets and enrollments
all force many academics to career alternatives. )
. The focus of the prasent project and report is different. Alkthouch
it has its origins in the same Cciruation that has necessitated career change
for junior academics, our intenc has been to locate grograms of career change
for tenured Zaculty. Such programs would serve to stimulate and Zacili:zate

i

career chance among persons who arxs not constrained to move <o another

career by the =hreac of unemployment.

©®

Tt is clear that Ehe Zormal =mpiovment security of tenursd

academics puts them in an almest unigue sosition. Thus 1t IS harily sur-

orising that the literature on career chancge and carser WOpility contaxins

¥
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:ractlca;ly nq information on programs for _Hvs group. In a prior study
(sponsored by ?he National Science :oundatlon) of "mid-life career redirec-
tion," most of the programs describeé are relevant only for blue-collar
Qnd lower-level white;collar occupations.2 Cne significant career-change
endeavor is encountered at an occupational and educational leveY comparable
té that of college proféssors, but it ceals with a non-comparable occurrence:
the massive lay~off of engineers and scientists when Government-financed
aerospace efforts were cut back. In any event, the principal f£inding from

a study of programs to assist these engineers and scientists is relevant:
retraining programs failed as vehicles for career change and reemployment;
information services which directed individuals to alternative job oppor-
tunities were moxe effective.3 Thig is similar to our own finding: programs

which bring academics in touch with alt rernative careers are more llkely to '

effect career change than are overt efiorts to En?ourage such change. Our
finding, of course, is in the context of tenured faculty under no constraint

. to change careers.

'

3 program which formally combines eazl§ retirement with career
retraining exists for air traffic controllers who are employed by the Federal
Aviation Administration. Because of the stress: 24l nature of their work and
the extreme consequences of tnheir errors, the law makes provision for their
removal for "operational or medical” reasons and for retirement at age 56.
The law also provides for retraining for a sebond career (generally expected
to be in government service), with up to two iyears of full-time training
at full pay and reimbursement of ecucatlonal;exﬂenses.4 Since this érogram
is relatively new, there is not a great deal of experience with the place-~
ment of retrainees. Howevez, at least one iéterested observer claims that

}
the placement record Zor retrainees has been poor.
155
|

R Industry Experience

The experience of private industry d@th career retraining has
been well. documented in the volumes cited a.bové\.6 buring the course of
the present‘study, we attempted to cover the te%rain once more, but with
excluslv .attention to the retraining of highly &ducated, high-level
technlcab or managerial personnel--Dersons who ochoy positions that coulé
be cons;de*nd comparable, in industry, =0 those ﬂéld by faculty members in

academia. We failed to £ind any career re alnlﬂg ‘programs for persons

.
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at this level.

t appears that there is i1ictle incentive for industry to retrain
persons who have attained relativelv high positions in a Zfirm. I£ they
become superZluyous through obsolescence of their knowledge or the erosion
of their cféat?bity and energy, they are dealt with in the more traditional
ways: terminated,.reti tired early, or, if the firm is well-off or has a
vfull-employment" policy, moved to a slot in which they can do no harm uncil

such time as they are eligible for reqular or early retirement.

This is not to say that there are not training programs for nighly
placed personnel. Cn the contrary, Some firms, especially in high-technology
industries, have extensive programs, toth jn-house and through universities.
But these are invariably upgrading programs, through which highly valued
employees are made conversant with stata-gf-the-art developments in their

own or related fields, in order to assure their continued value to the .fizm.

These generalizations stem from our contacts with all of the firms

.

listed akove in our discussion of early retiremenc ootions plus United
Airlines, American Airlines, RCA, Lloyds 3ank (Los Angeles), and Bozing
Aircraft. 1In addition, an overview of the entizrs rr alning effort in busxness
and industry was supplisd by Mr. Zobert Craig of the Fmerican Scciety for

Training ané Development.

Academic Experience

We began the present investigation expectiag to find few, i any.,’
formal career rstraining programs for academics., ‘we reasoned that institu~
tions had little incentive to get involved in retraining junior faculty
members, whose contracts they could merely not renew, or tenured Zfaculity,
few of whom could be expected to give up secure gositions in a contracting
job market.7 Furthermore, we know that a substantial minority of academics -
has always moved zasily between academic and non-academic settings. Industry,
government, chilanthropic iasti=utions, and non-academic research organiza-
tions regulaxly exgerience a TwWo-way movement of personnel “e*wenn thei
institutions andé colleges and universities. Those who make these acves

-2 no retraining--tecause they already possass the requi

(2

either racu s
skills for operating in the new anvironment--or are sufiiciencly sop ohisticated
about sducaticnal opgortunities to acquire new skills without =nhird-zaxcy

intervention.
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Our expectations were confirmed by our fallure to turm up any
formal retraining programs di;ected at the retraining of tenured faculty for
éifferent substantive areas or diZferent work situations. However, our
seaxch did reveal the existence of two rather different :;ées of vrograms
which are relevant to our interests:

. internship'and-fellowhlp programs, which are manifestly

intended to achieve goals other than career change, but

which as a by-product lead to career change for some of
the participants; and

e programs which retrain academics for continued academic
work in a different specialty or discipline.

Internship and fellowship programs will receive only cursory coverage in
the present report, since they were initially outside the scope of work
envisioned for this project. additional work on the subject is being

undertaken, however, since programs of this kind appear to achieve the
prog 3

ends, albeit inadvertently, of career change among tenured faculty.

[

Retraining programs will be discussed in detail. Only a few such programs

presently exist, althouch several are in the planning stage.

internship and Zfellowship programs

. A number of opportunities exist for crofessors on leave cf absence
to experiment with new kinds o work in new settings, Though the programs
which support these activities are seldom manifestly directed toward
career change as a goal (their overt goals are the enrichment of the pro-
fessor's experience and capabilities or those of the host organization),

a -substantial minority of recipients are known to remain with the organiza-

_tions in which they were placed or with similar organizations outside the
academic world. =xamples of such programs are the Economic Policy Fellow-
ships of the Brookings Institution and the Congressional Science and

Engineering Fellowship Program of the American ascociation for the Advance-

. , X 8
ment of Science (ARAS). ther procrams also exist.

Because such programs are not intended directly to effect career

change, they were not originally includeé in the present investigation.

ERIC | .,
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A cursory look at some of them revealed, however, a significant carser zhange
impact, even among tenured faculty particigsnts. Tor example, among acadenics
who participated in the Coagrassional Scisnce and Engineer.ng Fellcwship
orogram of the AAAS during the acadsmic years 1873-74, 1974-75 and 1975-76
(approximately 30 people), almost half have remained in non-academic, publi
policy positions. Exact figures are not available‘at present, because of
definitional groblemﬁzand ~he need to ascertain the propable stability of

a decision,)

without further research on the salection process for these
programs (including self-selection of applicants) and the decision process
by which participants 2lect caféer change, it is impossible to assess these
programs' relevance to the cbjectives of the present investigation. It is
nevertheless possible to speculate about the advantages and disadvantaces
which such,an approach to career change might have for the at-ainment of

these objectives,

Since these programs are generally administered outside the
institutions where professors are employed,'the colleges and universities
have little control over the selection of approoriate grantees, It Iis
ocossible that the selaction criteria used by funders and host agencies
will be counterproductive from the perspective of an institution which
would iike to encourage career change: the former may select the most
creative ané promising candiéEEES, wnile the latter would like to ancourage
career change among the least procductive faculty members. If£ this were
so, then only a desire to increase gross turnover among faculty members,
or gross turnover in specific disciplines, would make it in the institution's

terest to encourage and Zacilitate such trial periods of work in alterna-

tive settings.
T

on the other nand, it is possibkle that the people who elect to
stay on in the new jcb may very well be creative individuals who, because
o< a change in their interests, would no lcnger be ¢f as mwuch value %0

+their faormer academic deaparcment

=}

s
in their new gcs:tions, in ei:hér case, it is unlikely cthat this xind
= 2

of orogram will de o to instit=utions in 2ncouraging carser

(20
3
[l
]
5
T
]
e
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change among their least-valued Zaculty nemders.
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Retraining programs

A recent development is the institutional program for retraining
of Faculty members. These prografms have emerged principally Zrom insti-
tutional desires to reduce or abolish sclected academic programs, while
maintaining commitments to faculty members by retraining them £or work
in fislds which are in demand. although the srogram presently exists only
in a few institutions, it is being planned or seriously considered in a

number of otlers.

Althcugh it is not precisely a career-change program, because
the professor continues in the same institution or system, such retriining
does give an institution the flexibility to reallocate resources to more
productive use, and in a fashior which is likely <o bolster the morsle of

faculty faced with the spectre of retrenchment,

Two such programs are presently operating on a scale large
enough to make them of interest to this investigation: one is in the State
University System of Florida, the other is in the Pennsylvania State
Colleges.9 Although the two programs have many similarities in operation,
they differ in their oxigins. 1In rlorida, the retraining program, like

the retrenchment initiatives, originated in a central adm;ni:trative office.

In Pennsylvania, retrenchment origin;ted centrally, but the retraining
effort emerged from a complex series of interactions among the Secretary

of Education, the faculty collective bargaining unit, and the Pennsylvania '
State College Educational Services Trust Fund. The money which the Trust
Tund uses for retraining puiposes came £rom the Commonwealth of Pennsylvania

as a result of several labor relations decisions at the akbitrator's

level.

A brief overview of the workings of the program in Florida can
be acquired from the following announcerient crovided by the Perscnnel and
Faculty Relations Office of the State University -Svstem:

FACULTY RETRAINING PRCGRAM
Background
Recent st
of higher lea
decaces. Stu

ies project declining enrollments in institutions
ning across -he United States for the next two
ies by the Florida Board of Regents stail confim

. 14
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a declining rate of growth in student enrollments for several
institutions in the State University System for the next decade.
tarting in 1982, the State University System as a whole will
decline in student enroliments Zor the next six to eichr
years. as a first elfort to diminish the impact of the pre-
dicted steady state situation in higher education in Florida,
the Florida Board of Regents has authorized that $45,000 out
of the 1973-74 appropriated budget be made available for faculty
develorment or retraining. These funds will be used for the
specific purpose of aiding tenursd faculty menbers’ in departments
with declining student enrxollments to prepare themselves in an
academic area in which faculty manpower is needed.

.

Plan

Each university in the State University System, through the
Office of the Vice President 2oz Academic Affairs, will submit
to the Chancellor's Office by 31 August 1973 a list of tenured
faculty memoers the university wishes to Sponsor for a retraining
grant for 1973-74. The university will also submit to the 3oard
curriculum vitae for sach candidate, the proposed field of
study, and the wniversity(s) the faculty member will attend
during the academic vear 1973-74,

. Fifteen $3,000 retraining grants will he available for the
entire State University System. Each grant will bhe used to
pay the costs of a grantese's relocation, tuition, and other
expenses occasicned by the temporary snift back to graduate
study. Each person chosen by the Board staff to receive the
grant will e released from all instructional and reseaxch
duties for at least two, but not more than four cuarters. EZach
grantee will receive full compensation from his/her uﬁigersipy
during the grant:*s duration. Each university will secure a
signed statemen: from each candidate for a facult- retraining
grant that he/she will return to his/her respectiv- univeursity
or to any one of,tde institutions in the State University
System followiny the grant period to teach for at least one
year, or will reimburse the State University system one-nalf
of his/her saiary and the full sum of the grant, ZLf the :
grantee returns to his/her university, the university will
be obliged to relocate the grantee and his/her line to an -
aporopriate derartment if nis/her new cocmpetence warrants that
change. His/her status as a renured faculty member will not--
be zfiected, ’

.y

.

or, will =
zients.

mber 1973.

A ~ommittee of three, named by the gpancel
responsible fo:r final selections of grant re
announcementcs i grants will be made 12 sept

£ 1
&e3 ~
=1 c
o
e

Since this first-year announcement at flcrida, there nas been

some decentralizatien of the selection prccess, with the formulation of
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campus-wide screening committees at each of the constituent institutions
of the state system. Other provisions of the Florida Dbrogram, not listed
above, are:
e Only tenured faculty are eligible (apparently, this
provision was waived for the first two years of the

program so as not to discriminate against the newer
institutions in the system).

- o In selected cases, the retrainee's institution is
given $10,000 toward the cost of a replacement {
faculty member.

e In some cases, the one-year retraining period can
be spread over more than one acadehic year, on 2

part-time basis.
The Pennsylvania State Colleges program operates a.most identi-

cally, with the following differences: .

e The program if not limited to tenured faculty members.
° Reéssignment of “he retrained faculiy member is assumed
to be within the same institution (the Florida program

has provision for reassignment to another institution
in the system). )

e Program funds which pay expenses other than the retrainee's
regular salary are administered by a formally distinct
entity, the “Peniiylvania\State College Educational
Services Trust."

I’

Our research on the two programs described above also revealed
¥
the following facts and issues that are important to institutions which

would enact such a program and to individuals who would participate in it:

Financinc. Perhaps the most significant aspect of the financing
of these programs is the fact that very little new funding is involved,
since the major cost of the program is the retrzinees' salaries, which
continue to be paid out of recular budget lines. though this appears to
be a straightforward solution to the Iunding issue, it raises other issues
that may affect the willingness of campuses, schools, departments, etc..,
to participate in the program out of their own, undoubtedly limited,

vesources. On the other hand, if a position is slated for abolition, *

chers is little loss in temporarily allocating the budget line to retraining.

*

Q , 54 76

Aruitoxt provided by Eic:




ERIC

Aruitoxt provided by Eic:

- .
-

indeed, there may be a net gain i jincreased morale among faculty members

n
in general and within the affected departxent in particular.

'g

content of the retraining program. Retrain ning in these programs

—

varied from rzetraining in an allied specialty within the same discipline

to training for an entirely new, unrela:ed discipline. In some cases
advanced degrees were earned, but t.vs was not always a program goal. The
content of .he retraining program was worked out on an ad h-z basis for

each participant. In one instance, the receiving department, with the
consent of the retrainee, enlisted a faculty membier from the same discipline
at a respectad neighboring institution to assist in designing the retraining

program and to act as a mediator between the recrained prcfassor and the

receiving department. The arrangement worked well.

Application and decision process. Both of the Programs studied

began with a centralized application and screening procedure and have
moved to a decentralized, campus-based initial screening. In each case -
there was a perceived benefit in retaining some degree of local autonomy
in the selection of participants. In both cases, however, the prerogative
of some central authority to allocate resources and grant final approval

of lower-level decisions has been retained.

It is possiple under some circumstancas for systemwide, institu-

o
t
o2
[

tional, ana departmental interests to differ about participation i
re+ 2ining program. Yor example, a department may be indifferent to the
decision if it is slated to lose the position in any case. An institzution
within a system may be opposed to rétraining if it operates with a fixed
facdlty allocation (participation in retraining thus means having some
faculty members on leave with pay). The system's central office may favor
the retraining because the additional costs are small and the prospect of

increased future productivity is attraccive.

Although the programs formally receive applicaticns on the
jnitiative of incerested individuals, chird parzies often initlace the
process by sncouracing a particular individual to apply. This "ancouragement”
sometimes has ccnsistad of notice that one's fosition was o be anolished.

-

Many of the Pennsvlvania State Colleges sarticipants gct invoived in zhis

"’

wn
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way; and, although the "recrenchment" of these positions was eventually

retracted, many of the individuals continued in their plans to retrain.

Placement. Placement is rarely a separate process. Generally, :
candidates for retraining are selected only if a new placement, in part or
in whole, has already been negotiated. Sometimes,‘however, details about
joint appoiniment, courses to be taught, seniority, etc., remain to be
decided even after the major decisions about retraining and placement have
been made. These are potential trouble spots. When, as is true in most
academic institutions, a éerson may join a department only with the consent
of that department, some mechanism for negotiating transfers of faculty
members newis o be worked out. In the two programs we have studied, we
can only say that these transfers seem to have been arranged on an ad hoc

basis.

+

The Pennsylvania State Colleges program encounters scme special

. gifficulties due to the existernce of both tenure and seniority, and a -

-

difference of opinion among the par’‘.s to the collective bargaining
agreement about the meaning of these provisions. Some maintain that they :
are identical, while others assert that tenure adheres to a faculty member's
position within the institution while seniority adheres to the individual .
within his department. The view taken has implications for the status of

. a transferring faculty member among his new departmental colleagues. . .

Depending upon the position taken, such issues raise the specter
of conflict between the interests of the retrainee and those of other
- members of the receiving department. We found that in some instances the
matter was so @ifficult to resolve that the retrained faculty member
remained formally in the old department but served either full or parf-timg
in the new department, with provision for compensating each department in

proportion to the professor's level of effort.

Any institution considering such retiaining programs mugt be
sensitive to similar complications arising out of its own cont:actuaf
arrangements with faculty members or with faculty bargaining hgents. One
should also realistically expect to encounter difficulties in the early
stages of such a program, scemming from the disciplinary and departmental

modes of academic organization and a perspective generally not receptive
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¢ .
to 1nd1v1duals crossing these lines in mid-career. Support, on the other

hand, is likely to come from the increased acceptance of the notion of
"faculty develocment" as a lagicimate activity of academics and their

institations. .

The following are selected cases of retraining from the programs

we have studied (all names 2re fictl tious).

James Brown is a facuity member in the History Department. e
has a Ph.D. from a major institution. Because of a drop in demand for his
spetialty, he returned to the institution £rom which he received his
doctorate to retrain and receive a master's degree in the areas of speech,
theater arts, film and communications. Originally, he had been slated to
transfer to tae Znglish Departmént at his institution, but the agreement
broke Jdown for some reason. Instead, Brown worked out an agreemggt with
the Communications .Department whereby he wouldﬁteach some of their speech
courses. He still has no formal agreement with the Communications Department
and is officially still in the History Departrment, wiile teaching coGrsés in
speech. He hopes, ultimately, to transfer formally to the Cormmunications *

Department.

Dobert Smith is a mathematics Ph.D. wnose cepartment was forced
to cut back on 'acul e decided o pursue further studies; in computex
science which had been an interest and which he saw as a growtﬁ area, He
negotiated an acreement with the Computer Science Department and then
arranged to‘sgend five m aonths at the institution from which he had received
his ph.D. He did not enroll as 2 degree candidate, but was a kind of
vscholar in residence." This vermitted him a greater Zresedom idicou:se
selection than formal student status woulé nave allowed. He now teach%g

computer science courses almost exclusively.

William Johnson was a full professor in the H¥istory Ceparztmenct,

when enrollments tad been ﬁeclininé. as arn undercraduate vears belore, ne
had majored in chemistry but had ween forced to leave the Zield because 2
lung ailment gprohibited 1aboratory work. Instead he went into historv and
maintaiggd an incerest in the history of scisnce. His interest in chemiszxy
was 1own =o Jobnson's dean who was excized both about retraining ané akou:

in* isciplinary apgroaches 2 education. The dean was lcoking Ior 2

37
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.
.

! spectacular success story in retraining that he.might use both in negotia-

: tions with the statewide administration and with departments at his own
jnstitution. He believed that Johnson could provide that success and
approached him with the idea of retraining into chemistry (the lung ailment
was no longer a g;oblem). Johnson agreed and embarked upon & one-year
course of study leading to a master's degree in chemistry. He also
negotiated an agreement with the Chemistry Department whereby he would

teach a number of introductory courses for them.

Albert Green was a senior faculty member in the Modern Language
. Debartment. Even before his svstem formally undertook a retraining progranm,
he saw the handwriting on the wall; fearing a significant retrenchment in

«

) his department, he resolved to acguire new competencies. His background in

linguistics and pnilology and his modern language skills led to an interest
in the interculturak.aspects oZ communication. TFor one year he pursued
advanced part~time studies in communications, and he has since transferred

+o the Communicaticns Department at his institution.
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Ana L. Zambrano and Alan D. Entine, "A Guide to Career Alterna-
. tives for Academics," New Rochelle, N.Y¥., Change Magazine Press, 1975.

Anthony H. Pascal, et al, an Evaluation of Policv-Related

: Ccalifornia, Rand Corp., 1375.

. 3Pascal, et al, Vol. 2, co. 140-144.

4 - o - . -
M. 3. Fox, Jr. and £. G. Lambert, "Air TraZiii
i

£fic
Struggle for Recognition and Second Careers," Public Pers

ar
Research cn Programs for Mid-Life Career Redirection, 2 vols.

. &
Controllers:

vol. 3, No. 3 (May-june 1974) po. 75-80.

dynamics of the career change Drocess.

6
pascal, e*- al.

7One could argue that & humane resgonse Lo the plight o=
faculiy who could not expect to get tenure or to £ind non-acacemic
without assistance might engender more active institutional concern.
surnise, however, that failure to so respond is due nct only to the &iscal

stringencies to which colleges and universities are now sutject, but alse
to a peculiar normative situation: the "up or out" tradit

career progression makes it easy to attribute failure to

must be less deservinc.

onnel Manacgenent,

Personal communication from . Michael Simons of the Professional
Air Traffic Controllers association. It should also be noted that the FAA
— ‘Ras-undertaken work aimed at counseling recrainees and stuéying the

ion of academic
attain tenure to
the individual academic: sSince scme continue to bte oromoted, the others

8 - - ; :
For listings of such programs see the following:

Post Graduate and Mid Careerx Professional, Washincton, D.C.:

Center for Puclic Servics Internship Programs, 1976.

9More accuratelv, this would ke "the Sennsylvania States Collages
and University” since one ol the 14 instizutions (Indiana Tniversity oI

Pennsylvania) tas the "universivy" citle.

81

Santa Monica,

A Selected

List of Major Fellowship Cpportunities and Aids to Advanced Education for
United States Citizens, Washington, D.C.: National Research Counc
A Directory of Public Service internships: Cpportunities fox the Graduate,




11 . . . -
Information about the Florida and Pernsylvania retrainind

programs can be obtained Irom +he following:

Mr. Fred Vallianos
Office of Personnel and
State University System o
107 W. Gaines Street
Tallahassee, Florida 32304

1ty Relacions
lorida

Professor Theodore J. Walwik
Pennsylvania Stace College Educational Services Trust

Slippery Rock State College
Slippery Rock, Pennsylvania 16057
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S. EARLY RETIREMENT AND MID-CAREER CHANGE
IN THE FEIDERAL GOVERNMENT*

« The Civil Serwvice

The Civil Service Retirement ané Disability Fund includes nearly
all civilian employees (all appointive ané elective ofZicers and employees
in or under the executive, judicial and legislative branches of the United
States Government and in the municisal government of the District of Colum-

bia). Postal Service emplovees are also covered by the Civil Service

)

. . . i1
retirement syst=em and its regulations. Tn 1976 almost 1.5 million people

({8

were drawing Civil Serwvice retirement benefits.

-

In 1920, when the Civil Service Petirement Act became law, there

po
was an abundance of sugerannuated employees. Many were in thei§ eignhties and
nLnetleSa At that time the goal of the newly formed retirement system was
o remove the aced and the disabled from Tovernment's active work £force,

and to do this in a socially acceptable way."3 althougnh this is still the
fundamental objective of the retirsment program, and although the system does
pot contain an incentive early retirement aspect:,4 Civil Servicé employees
have shown a tendency towaré earlier termination. The average retirement ace
dropped from 6L.2 in 1964 to 58.1 in 1974. At the same time average years

«
of service rose Srom 22.4 to 26.1 years. There has been a marked increase

in involuntary retirements at young ages (with reduced arnuities),during the

past ten years, and there has only been a negligible number of mandatory re-

<

. . - : 5
tirements at age 70 with 15 years of service.

r

An emplovee must fulfill certain conditions beifore he is eligible
for what the Civil Service retirement system tgrms "optional retirament."
Por the first type of earlier retirement, e must meet one of thrae minimum

conditions of age-and service:

.

.0 age 62 wi+h’'S vears of service;
g

o age 60 wikth 27 vears of servile; or
G
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L

¥ T T TR

Having qualified in one of these categories, the emcloyee's annuity is then
determined in the regular manner, the amount depending primarily upon lengt

of service and average pay during the three highest salary vears.

As mentioned earlier, an emploves mev also retire involuntarily.
Involuntary retirement can occur when the agency is making a‘major cut in
force, when a particular position is dissolved. or when an oﬁfice\or agency .
is liquidated. 7 in any of these situations the annuity is réducedkby 1/6
of 1% for each full month (2% a year) the employee is under age 55. \ Early
optional retlremen; is also available for empldyees whose cu{*es are in law
enforcement, firefighting, and air traffic control. These people Caéx retire
without reduction under age 55 after they have met certain specif&c réguire—

mntSV - N

Y

Re*l*ement due to Gisability is another type of retirement thét ﬁay
take place at a younger age if an employee becomes totally dleabled and is
unable to satisfactorily and efficiently perform the duties, 0f the ‘position
he occupies. He must also have completed at least five vears of civilian
jervice. In order to take advantage of this provision it is not necessaxry

to prove that the applicant is disabled for ail kinds of work.

At the regquest of the Subcommittee on Retirement of the Senate Com-

. mittee on Post Office and Civil service, a survey was conduczed in 1964 oi

still living Civil Service annuitants who had retiréd in 1956, 1959 and 1962
under the "55-~30" optional reti:eﬁent provision. (A search of the literature
has not uncovered a more recen:'survey,) A total of 3,002 persons responded,
more than 2 91% return. These respondents were generally positive about their
early retirements (68.0% responded "certainly would" and 24.1% responded "pro?-
ablykwoulg" to the guestion “If you had to do it over again under the same
conditions, would you still retire when you did?"). This favorable response
was elicited despite the fact that these‘pcople had retired with a permanenﬁ

. X . : . . 10
reduction in benefits as required at the time of the survey. ~

|\ There were many reasons given for retiring early. The most commonly
cited was a desire to quit while there was still time and ! ealth to enjoy
retirement (22.6%). Economic reasons (a higher paying job, a better finan-
;ial situatior. with annuizy plus outside earnings, a desire %o qualify for

Social Secuxity) followed with a 21.8% response. CissagTsiaction with job,

working conditions and supervision received 17.9% of the responses, and health
) )

>
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or,family reasons got 13.6%., A small number (4.3%) cited organizational

reasons that included the necessity of taking an unwanted job, being a wvic-
tim of reducticn in force, or being urged by the agency to retire. In answer
to the guesticn, "Have vou actually worked at something else sinée you re-
tired?", 5$7.3% resgonded positively. Economic necessity rankad high (435%)
_as a reason Zor working again, and most of the 9ost—:etiremént jobs were in
the clerical or adminiccrative Zields, with unskilled, semi-skillad and

technical emplovment next most Ifreguently reported.ll

The Military

In the military, promotion and retirement are intricately ound
together. Personnel are regularly considered for promotion f£rom cne grade
to another. DPromotion is automatic to sacond lieutenant (in the Army, Marine
Corps and Air Force) and ensign (in the Navy). After that poinc it becomes
a competitive Selacticn Board process. Tn a telephone discussion, Colonel
Alger of the Officer Personnel Management Section, Office of the Deputy Assis-
tant Secretary for Military Personnel, Department of Defense stated,’"We
are faced with the potential of having more fully cualified zeopls than we

really need, so we must go for the best cqualified. If a person is not
promoted withln a certain time period or number of selection decisions, he

is "separated" from the service. The common term for this is “up or out.”
The military, then, is a closed system in he sense that Deople are not moved

in latsrally; a perxson must build from the encxy level,

Military retirement is governed by ~he U.S. Code. The original
law was passed in 1947, and there have been piecemeal changes since. The
promotional steps or tenure points that comprise the "up or out" ané other
aspects of retirement are described in the sections ot the U.S. Cade that
deal with the Army, Navy and Marines, and Air F‘orce.12 These tenure points
are as Zoliows,

Army, Alr Force, Marine Corps: su=snans %o Captain

rse
Navy: Lieutenant Junior Grade <o full

v b
(WY
o
j
a
®
=]
W
=]
o

A gerscn is sepa-ated if Te fails sel§c:ion twize., The serparation

compensation is received iz a lump sum; <hers is no vests inzerest.
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Compensation is based on the number of years oZ commissicned service (usu-

-

ally five to seven yetrs).
Army, Air Force, Marine Corps: Caputain to Major
Navy: Lieutenant to Lieutenant Commander
Again an officer will be separated if he fails selection twice.
. ". ] I3 13
The separation compensation is usually received in a lump sum; there 1s no
vested interest. Compensation usually is based on 10 to 14 years of com-"

missioned.sexrvice. )

.

e N b

Army, Air Force, Marine Corps: Majoxr to Lieutenant Colonel
Navy: Lieutenant Commander to Commander

This selection is made around the 15th or léth year. If an officer
fails to be selected twice, he must be retired by his 20th or 2lst year of
commissioned service. At this point there is a guarantee of being aliowed
to remain until retirement eligibility (after 20 ysars). The pension
received is 24% of base pay times the numbder of years oI commissioned ser-
‘vice. Thus at 20 yeaés a person may receive 50% oi base pay. The maximum
is 75%.

L3

Army, Air Force, Marine Corps: Lieutenant Colonel to Colonel
Navy: Commender tc Captain ‘

This selection is made around the 22nd year. Again, a person can
not fail selection two times. 1f he does so, he must be retired by his 28th
ar if he is in the Army or Air Force or by his 26th year 1f he is a Nawvy
on\ Marine Corps oificer. The pension race remains the same as in the thirc

step, although the base pav of course will be higher.

Army, Air Force, Marine Corps: Colonel to Bricadier Gereral
Navy: Captain to R-zr Admiral (lower halZf)

Around his 25th career vear an officer faces this selection. Army
and Air Forse oZficers encounter <wo ITydeS Of selection: <temporary and per-
manent. I an officer gets a tempcrary appointment, he must retive at 30
years wisn the permanent grade of Cclone.. 75 he gets a perwanent appoint-
menc, he retires at 30 years service or Zive vears in the grade, and he

rerains the grade of Brigadier General permanentlv. The Secretary of
, .

Q ’ 5 EB(;
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Cefense, with the agproval of the President, nfay dafar a certain numper of

officers until age €0.

Army, Air Force, Marine Corps: B°  jadler General to Major General
Navy: Rear Admiral (lower nalZ) to Rear Admiral {upper half)

In the Navy this is a pay grade step rather than a cromcticnal one.

t
The appointment o upper nalf is automatic. Naval officers retire at 30

vears or thres years in the grade, although a certain number may be defarred

from four to five years. Marine officers are bcund by law to retire if they

do not make the grade. If they are selectead, they retixe at 35 years of

service or five years in the grade. Axmy and Alr Force officers must also
retire at 35 years in the grade.

or even age 64.

o

Army, Air Force, Marine Corps: Maj r General to Lieucenant Saneral and General
Navy: Rear Admiral to Vice Admirai ard Admiral
+

These positions are apgointive and not governed by the selection

oprocess. The President, aided by the Secretary o Defense, nominates candi-

dates who must then pe confirmed ty the Senata. All these agrointments are

temporarv. An officer w.ll onlv wear tle grade while serving in a particu-

lar job ("billet") that requires it. Ocherwise, an cfficer reveris back to

nis cermanent grade.

c
retire at age 62, although there are certain deferments to age 84.
A

Alr Porce

way, Sor’example in the case of medical zersonnel.

~

An important goint to

to be filled as one goes higher in rank. Promotion opportunities

more difficuilt since there are many more <ualiZied s=ople than “hexe are

jobs. For example, a naval captain, with “our years at Annarolis and
24 years active JutTy as i <commissiored officer, decided 2o retire at age 8.
je saw .itzle chance of bering advanced o rear admiral. As nhe descrized L%,

rhe Yavy has about 1,120 engineering Juty cIlicers. Tach vyear only one o7

two, maykte three,

make admiral. TIn hais opuniin, ‘if he was golng 0 have 2
13
leay® the service and go wnto the business w~orld, the younger the setzar,

- 87
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In a February 3, 1977, telepnone conversation, Colonel Alger

explained that, in general, in the 2rmy, Air Force, and Marine Corps: \
e The opportunity tc make captain is 99%. ,/
e The opportunity to make majo? is 80s.

e The, opportunity to make lieutenant colonel is 60-70%.

e fThe opportunity to make full colonel is 30%.

.

e The opportunity to maha general is 9-10%.

. In zny event, 40 is the maximum number of years of commissioned
service that a pe:son can attain. Colonel Vick, of the Retired Officers

*
Association, stated in a telephone conversation on February 3, 1977, that
5.f an individual retires upon completion 0f a normal career (after 20 years),
he may be as young as in his early forties. Between 40 and 50 is the normal

retirement age.

What causes these younc retirement ages? The answer is twofold.

First, men ordirarily begin their military careers when very young; officers

-

‘are usually ain their very early twenties. A person may choose to retire
voluntarily after'bnly 20 years since he will receive full retirement bene-
fits at that time. A voluntary retirement indicates that the officer is
serving at the pleasure of the Secretary of Defense and must ask the Secre-
tary's permission to retire. However, many of these relatively young men
are retired because they have been separated from the service througn "up

or out" before they have a chance tou progress very far through the ranks.

As noted earlier, as one goes higher, there are fewer positions to:@e £illed.
The less cualified are terminated, and it is contended that through the "up
or out" system the military can "maintain & soung, vigorous force."14 One
very pertinent fac:, though, is that those whe are retired are also relatively

young and vigorous.

"Up or out” also indirectly causes many voluntary retirements. An

officer may chocse to retire voluntarily because he realizes that he has been

'O
[

rforming inzeriorly and will not be promoted at the next step. Perhaps
o save face or because he determines that the extra vear or so he gains
toward military retirement by staying until he .s invclantarily separatead

. “

T
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will not ccmpensate for what

leave before he is told ne must leave.

.

Is thuis to bLe considers
opinion, is no. As described beZl

and 50; military pensions are gaid on the average
d [EE——

n

are considered "earlu" only outsile the military. Indeed, there is some gues-

tion concerning the correctness of using the word “ratirement" in connectzon
with these separations. Perhaps the term "mid-career change" more p:operlye
applies. The military itselZ has seermiagly recognized this distinction.

although the military does not presentiy corduct an organizad pre-retirement

counseling service, there was at one tige an official pre-retirement counseal-

ing program. It was di n-inced in 1974 because the Government auditing
Office indicated that such a service was not progerly a function of the mil-

itary. That program nad twWo D&Xis: (1) Project Refarral, computer-sasad
resume referral system; and (2) Project Transition, a system of counselors
in the base organization who advised potential retireses and worked wi-h pri-

vate industrv and federally

N

/]

upported on-the-job training programs.

At this time, the Retired Ofiicers Association has an employment
A

service for all its members (%hey come from all branclhes 0% the armed forces).

The association ccnducts a naticnal resume referral sexvice. It also offers

two hooklets: one gives advice about career slanning, and the other is a

practical guide for estabplishing a second career. What tne military servic
A
now does officially is to holé pre-retirement briefing sessions. During

v

these meetings, retirament pay is explained and usually scme atTempt is made

: . ey v 18
to offer suggestions about estadlisiaing a second caxrser.

It is obvious “hat the military retirament S

O

neme is unlike any
other. Most civilians do not work in jobs that offer p:omotions as freguently

as a militarv career. Nor does their continuing to work derend soO completaly

cirement in the priwvate Sector.




Problems with the Civil Service and Military Programs

Apart Zrom the basic differences in the mechanics of the retiremen=
prbcesses of these two systems, there are other dissimilarivies. The Civil
Service retirement system is a contributory one. Seven percent is deducted
from the basic pay of each member of the retirement system. {The deduction

. rate from basic pray for covered law enforcement officers and firefight.rs
is 74%.) Contributions are made by the employing agencies in amounts which
match the deductions frcm their employee's pay. In the military there is no

contribution of zny kind from active-duty servicemen.

Federal civilian employees are not covered by Social Security.
Military personnel are fully covered under Social Security. Furthermore,
there is no integration of the military pension with Social Security; that
is, the pension is not reduced by some proportion of the Social Security bene-
£it.

. ‘.- 3 * 6 ]

What the militaryv and Civil Service retirement systems do have in

common is a dilemma also shared &y a growing number of Ameri-an cities: sky-

rocketing pension costs.

Representative Les Aspin of Wisconsin has referred to federal pen-
sion promises as “":he secret natioral debt:,"18 ané Porbes has called the
U.S. Government pension fund "a time bomb ticking away."19 Between 1965 and
late 1975, outlays on pensions for retired military and Civil Service per-
sonnel had increased 500%, but the number of beneficiaries had grown only
1l16%. By 1985, Government of}icials have estimated thai the cost could
approach $45 billion annually.zo Military pensions took oply $1.2 billion
or 24%% of the Fiscal Year 1964 defensé budget., 1In Fisq;I/Year 1977 these
pensions cost $8.4 billion or 8%%. By the year 2000 military pensions are

£ $34 billion per year.21 Even discounting for

.

expected to reach a hich
inflation, these costs W

o
il1) place a heavier osurden on the taxpayer.

) The trend toward lower retirement ages at which full retirement

. . . . . . . . s . 22
benefits are available is a major consideration in rislng pension Costs.

.

s and resuvlt-

r

Tn the case of trousled municipal governments, early retiremen

. .

ing long-term pension payments have beer oinpointed as the mest costly of
pensien provisions. Finding useful work for smplovess asout to retire is a

. . : ‘s 23
solution being considered by some cities.
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. There hRave beer sharp reactlons to th& astroncmical zSension costs

and number of early retirements in the military and Civil Service. Arzas

of particular cr:ticism are as follaows.

Cost-of-living increases. Since 1970 Congress has authoriZzed cost-
of-living boosts Zor federal Givil Service, military and most other federal
. retiress. This scheme provides &that. every time the Consumer Price Index
(CPI) goes up 3% over the last previous raise and :emains at least at that
level for three months, pensions will be increased by the highest increace
. of those three months. An additional 1%, named the "kicker" or add-on, was

enacted in 1969 to make up for.the time lag between 2 rise in inflation and

1)
-

its reflection in pension checks. This cost of living aspect plus liberal

age/length of service retirement reguirements was instrumental in causirng

Coverament wWorkers to choose to retire early since in many cases their pen-
H

sions would rise faster than their wages would if they stayed on che 3ob.

This situation was adjusted somewhat during the last days of Con-
ress in 1576 when lagislation was approved eliminating the "kicker" from all

_ federal pensions. In the new dla n: retirees will receive semi-annual
increases: &the December-june rise in tRe CPI will be included in the checks
for September and subsequent months; the June-December increase will be
handled beginning with the March checks.2 Lag time is raduced, and over-

payment is avoided

The "second career syndrome." The Civil Servize and military ra=-

tiremént processes are releasing persons who are not aged but are in the prime
. years of their working lives. Retired Government employees are entitled to
work at other jobs aﬁd continue tc receive their federal pensions. A great ‘
many civil servants work for several years in—priva:e industzry after retire-
ment and earn sufficient credits tolreceive Social Security peﬁsions wnizsh

are added to their federal stipends. In 1972 a survey conducted by the U.S.

Civil Service Commission revealed that 42.9% of Civil Service recireaes
. . . 26
raceived zoth Social Securicy checks and their Covernment peasions.
( . Recall =hat the usual age Zor retirsment is becwean <0 and 30 :n

the military. These men, in all l:ikellhood, aust continue working fsr 2 num-

ber of reasons--to suprors youang Zfams'i2s, Or to send older chilire

-1

<0 ¢ol-

iege. They are also young =nough zhat -he ..eed =z be sccupationally and
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- Pay-freeze on upper-echelon civil servant salarles. A larger

number of Civil Service employees in the "supergrades” havé been taking advar-
tage of early retirement in the pastf One of the underlying reasons for

this trend involves the ceiling placed on their salzries by the arbi:rary

rule that top Civil Service pay cannot exceed the lowest level established
for appointive posts. These retirees have been termed members of the "Aster-
isk Club," that title being derived from the asterisk on the federal »ay

chart which for six years put a top level of $36,000 on salaries £os high-

level career officers. This caused many upper-level employees to e¢arn the
2

e

same salaries in spite of differences in rank, exoerlence and responsibil-
ities. These people are retiring at Younger ages because, while exscutive
‘pay is frozen, the previcusly d‘scussed cost—of living irfcreases in pensions
are more than adeguate. This comolna-101 of wage freeze and cost-of- living

< . . 27
adjustments produces what BuSLness week refers to as "a nonsense result."

. .0Once an executive has reached age 55 with 30 vears of service it could

. . 28
actuallyv cost him money to keep on working.

Criticism of the military "up or out' and generous Dension provi-

sions. The first U.S. military retirement act was established by Congress

i 18€1, and it allowed military men to sepaiate from the service at full
pay a“ter 40 years of duty, or if they were incapacitated. It was enacted

at the beginning of the Civil War to enable President Lincoln to rlddhlnseTf

. of aged Army andé Navy officers. . The military sctill views "up or out" as

necessury to maintain a young, vital organiz...>n and to minimize stagnation
at the top. Oppenents of the system view it as undesirable because it forces
the retirement of so many young people. They contend that there is no rea-

son why those who are non-combatants (e.g., &ata processors, clerical workers,

*

cooks, etc.) must move through that particular kind of retirement system.

It is maintained that these people could serve adeguatelv in their ranks and

positiens for any number of years until the needed number of years fos retire-

ment is reached. However, :h?,military feels that there is only a £ine line

of difference between those who should be afZected by "up or out" and those - -

who shoulé not. I- is their arcument that bakers, cooks, clericals, drivers, -~

engineers, etc. can all be called upon to serve in combat situations.

The Defense OZficer Personnel Management Act {DOPMA) "is an attempt .
by Congress to revise the. sxisting statutes concerning promotion. The bill

: [ ~

70

ERIC 92 |




was first introduced late in the 93zd Congress; during the 9<¢th Congr it
u

was lntroducad in t1e Zous#s,

the Senate,

However, it never gt out of Subcommittee In
-
s

and it wxll bz resubmitted. There is contrcversy surrounding it.

The Senate is concerned about retirement funding in an inflzticnary envirxon-

ment. The members want

Senate has voiced their objections to "up or out,"

affective. The

to be surs that DCPMA will be cost-

and the military has been

asked to make some ccampromise in this resgect.

‘Hand in hand with DOPMA but dealing more diractly with military

retirement benefits is the Retirement Mederrnization Act introduced by the

LCepartment of TCefense.

House Armed Services Committ2e on

in essence,

retirement system, with some ~: Jensating provisions added. It

¥
In a telephone conversation with Mr. Spense of the

1y

ebruary 3, 1977, it was explained fhat,

this legislaticn attempts to "deliberalize" the current military

zries to

eliminate the "all or nothing"™ approach to retirement which the military

takes.

N,

- N

AN

The main idea is to encourage military people to remain in service

for 30 years. At pre

form times

ménds that

beyond 24 years.

The legislaticn would gresexve the 20-year se:vice element, but ket

completion
years, his
would have

help those

sent the benefi: formula is the number of years in uni-

24% of £in The Retirement Modernization Act recom-

instead ~f getting 2%%, a retiree should get 3% for each year

1 base pay.

those overlvy-carly iremenc

o«
Ul

e

153

This would help discourage

at

ween th

(1]

of 20 years and the time when a person would have complated 30
retired pay is reduced from 50% to 35%. At the time when he
completed 20 years, he would receive 350%. This bill would also

with 10 or more years of service get either a deferred annuicy

or 2 lum sum.

The legislation,alsoc suggestis
terminal oay en =he hasis of the last paycheck.
average zasic gay in the last year

affected by this act.

L4
dropping the practice of computing

?inal pay would be the
Social Security benefits would als

o
When a milizary man became eligible for Social Sgcur-

-

ity :he age is set at 52}, nis retired pay Irom ~ne Depar+<ment cf Celense

would be raduced =y 5C% of i

-
0
ur
o
[¢]

4

ity ratitlement would te basesd exclusively on his milizary service, not ¢n

any civilian work).

-

793

1al Security anisitlement (the Social Secux-




This piece of legislation died witn the adjournment oI the 94th
Congress. £ is the opinion, though, of spokesmen Zoxr the Senate Armed
Services Committee and the House Armed Sexvices Ccmmittee that scmething of
this sort, maybe revised legislation, will be submicted to the ¢5th Con-

gress.

United States Representative Les aspin of Wisconsin has introduced
a retirement reform bill separately Zrom the one described above. Appaéently
nie feels that that piece of legislation does not go far enough, and his
scheme is somewhat more drastic. For example, his legislation would allow

those retired involuntarilv under the "up or out" system an immediate annuity.

However, those retirees would be required to file a statemert each vear show-

ing an" earnings from civilian erployment, and +heir retired pay would be

1

reduced-by one dollar for each two ¢.llars of civ ilian pay. ‘A careerist

voluntarily retiring, with more than 20 but less than 0 vears of sexvice,
would receive no retirement pay until age 60.

Many members of the militarxy, of course, object to many of these
changes. They hold that the more geherous aspects of their retirement sys-

. tem are justified in light of the frequent hardships placed on military men.

These include the danger to life and limbd inherent in a military career, v
freguent moves, and long absences from families. Their arguments are coun-

.tered by those people who maintain that many “emplovees in private industry

share the same tyoe of hardships without such amenities. In any event, some

plans suggest it could be possible Zor only those who actually expexience

such ¢ifficulties to be compensated

tudies concerning retirement costs and possible zlternative plans
for the Civil Service and military retirement systems are being made by
the stafis of Congressional committees as well as by the Defense Manpower
Commission. Thexe have been attempts to address legislation to these sub-
o
jects. Rising costs concern not only the taxpayer, but the federzl govern-
meht and the Pentacon as well. Proposals for change are appearing. It is
. being suggested that retirement regulations should foster longer service and

ljater retiremenz. The imbalances are cbvious. ©Defense officials nave state

th

that it is now pcssible fSor a serviceman o recelve more total zay during

retivement than while on active duty. There shculd be changes, <hey contend,

LY
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so mord of a man's pay comes from the years fie is on the lob. chyllis

Bacon of the Senate Armed Services Committee has pointed out that althcugh

legislation hasn't gotten anyvwhere yet, as zll retiremen: systens come uncer
: . 3

closer scrutiny, there may be movement.

Kl

sSummary

The federal service has been dsalt with at length in order to clar-
ify some misconceptions held about the two major federal retirement sSys-—
tems. The i st is that the Civil Service offers an incentive early retirve-

ment plan. The seconé is that thae military's "uyp or out" process could

(1]

help solve reziremenc problens in academia.

As the preceding pages have shown, ‘the Civil Service and milizary

do not want to encourage more early retirements. This would only place an

aven greater burden on an already troubled pension systen.
H

x

: The situapion in which ugper-echelon Civil Service emplovees found

3

lt more D’Ofl»ab to retire than continue working is similar to the situa-

<%
glon of some persons at cne of our academic case institutions who discoverad

£rat cost-of-living increases in retirement exceeded their pav increases.

furthermore, the military's "up or ouz" system probably would not
help academia solv? its immediate manpower problem because of the time lag
involved. In Zfact, an "up or out" Zrocess which included hefivy annuity zay-
ments could place an unbelievable sinancial burden upon a college oz ugive:-
sicy. One thing that can be learned fron the mititary ané Civil Service
experiences is yﬁat business and industyy may be right to use lump-sun
6

saverance payments,to encourage early v-ﬁt::.rez*ten..---:.n that way the total cost

of extra payment i§ known in advance

:
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6. EXPERIENCES OF SPECIAL INCENTIVE EARLY RETIREES

As part of this study, we planned extensive personal interviews
with individuals who had retired under special incentive earfy retirement
provisions. Through these interviews we hoped to obtain a type of consumer
report about induced or incentive early retirement. We wére interested in’
finding out when and how the respondents decided to retire early, why they
retired early, and how satisfied they are with theixr retirement dEcision.
We also wanted to know whether and how early retirement had affected their
financial well-belng, their professional activity, and their general
activity and happiness. Finally, we sought to know how they had prepared
themselves for early retirement, what advice they wéuld give to others who
may be considering e§r1y retirement, and how they would evaluate the par-

ticular early retirement programs at their own institutions.

potential recpondents for the study were identified by ‘the admin-

lstrators of the spec1a1 incentive early retlrement programs” at four

universities and two corporations. (For reasons of confldentlallty, these

. jnstitutions cannot be identified in this report. They are referred to in

this.chapter by the codes established in Chapters 2 and 3--i.e., Al through
A4Qfo: the academic institutions, and Bl and B2 for the businesses.) Although
we reguested the names of all persons who had retired under the special
options--including only facult; or managerial and professional staff--
jnstitutions Al, A4, Bl and B2 preferred to make the first contact with

potential respondents themselves, relaying to us only the names of those

‘who gave their consent. In general, we intended to interview all the

retirees whose names we were given. However, we took a 60% sample of the
retirees from institution A2, since it had many more pot?ntial respondents

than the other institutions.

altogether we interviewed 70 special incentive early retlrees,
of which 52 were from the four universities (rable 6.1). Sixty of the
interviews were conducted especially for this study, between October, 1976,
and February, l§77.’ Ten were conducted in 1975 as part of a study conducted
by one of the co-principa. investigators.l The interviews averaged just
under two hours and generally were conducted in the retiree's home or

office. Twelve interviews were conducted by telephone, with no noticeable
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Table 6.1

-]

' ' INTERVIEWEE PARTICIPATION BY INSTITUTION

v

Number of Special
Incentive FRarly Retirees

Percentage -of

, Potential

Retired ‘from Contacted for Respondénts
Institution the Institution Participation Intexrviewed Interviewed
A -
: Al 16 16 6 383 / v
i,
i A2 56 33 v 29 524
A3 16 16 15 -7
—
A 6 6. 2 KKTY
Bl *) (11) - (9) (*)
B2 (*) (9) (9)° (*)
Jotal 94 (*) 71(20) 52(18) » 554 (%)

ERIC

&

.. I ) e se--data-were ot availakle,
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PE: Numbers outside parentheses are of retirees from academic institutions,
Numbers inside parentheses are of retireas from business.
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differences in length or depth of response. The interviews were structured
" informally, according to a topical outline. Nearly all the responses were

open-ended and had to be coded later.

Forty-three percent of the retired faculty members were Irom the
sciences (ingluding the social sciences); 43% were from the professions,
and only 1l4% were from the humanities; one respondent was a non-teaching

*  librarian. The scientists included seven from engineering two each from
chemistry and biological sciences; and one each from physics, zoology.énd
plant physiology. In the social sciences, there were three economists,
two anspropologists, one political scientist, one psycholégist, and one
historian. The professional fields included education, physical édugation,
business, medicine, nursing, dentistry, public health, journalism, library
sciencg, and soéial work. The humanities inclp%sd tnglish, French,:German,
classics, and fine arts. No attempt was made in this study to selecI -

respondents by field, because of the relatively small pool of respondenfs.

+ should be noted that most of éhe iyterviewees Lad retired very recently.
In fact, 69% of the academic retirees and 89% of the retirees from business
had retired no more than two years before they were interviewed (Table 6.2).
On the other hand, there were retirees in the study who had retired from
five to ten years before the interview, and we have found no systematic
differences between the responses of these retirees and those who had
retired more recently. . ‘

.

- Age and Years of Service

By modern American standards, the respondents for this stuay had
not retired very early; in fact, nearly half (49%) were age 65 or olier at
the time they retired (Table 6.3). There is a marked difference between
the average retirement ages of the corporate &nd aca@emic retirees: 1i.e.,
59.6 for the reti?ee: from business, and 64.0 for tﬁe acadenic retéfees.

Tne latter group retired very near the age when mostlfmericans expect to
retire; 79% were, over age 62 at :he time of retirement, compared with enly

17% of the corporate retirees.

The mandatory retirement regulations of an institution are

obviousiy a factor in determining the age of retirsment. 3Both the academic

’ 78
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. Table 6.2
, ) ) , . YEARS SINCE RETIREMENT - .
. « 9 . . [
‘ 4 . .
* V
" Years - P .
Institution <l 1 2 3 4 5+ Total
* ’
m o . 4 0 0 2 . 0 6 ,
L. £
A2 5 a L e . s 5 4 29
A3 : 10 4 1l 0 0 0 15 ¢
A 0 “,0 2 0 0 0 2
Bl (8) (1) 0 (0) (0) (0 7/ (9)
B2 Loy N (o) (7) (0) (0) (2) (9)
)
N 4 " ~,
e el *
potal . 15(8) 12(1) 9(7) 5(0) (e | 4(2) | 52 (18)
NOPE: Numbers outside parentheses are of academic retirees. Numbers inside parentheses are )

of retirees from bhusiness. 101




NOYE: Nunbers outside parentheses are of retire
Numbers inside parenthcses are of retirees from business.
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es from academic institutioﬁs.

.
-~

-

.

’

o~

o e b
. . v o
% L4 L1
Table 6.3
' AGE I\'l“ RB‘I‘IREMEN'l_‘_
‘Nge ) ' .
Institution 55-59 60-62 -63-64 65~66 67+ Total
- 1 * !
o A
LY 3 3 0 0 0 6
A2 0 1 0 24 4 29
# 7 .
A3 T2 2 5 6 . 0 15
A 0 0 2 0 0. 2 S
‘Bl (2) (4) (3) (0) - {0) (9)
B2 (5) (4) (0) (0) (0 (9)
. 14 e
rotal 5(7) 6(8) 7(3) 30(0) 4(0) . 52(18)
- . 'S « *
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a ' . .
" and the corporate retirees retired on the average four)to five years before

the mandatorv age; however, tégause oi the higher mandatory'retirement age

for most of the academi: bes (age 7C at institution A2 and age 67 at
institution 53), the retired academics tendeé to be oléer at the time of

retirement. , ~

> .

In spite of having retired at a younger age on the aberage, the
corporate retirees tended tolhave been emploved longer by the institutions
from wliich thei had retired; 723 of these‘xetirees had 30 or more vears of
ser‘}ice2 when they retired, compared with only 34% of the academic retirees
(Table ,6.4). This can be explained in part by the fact t?at ecademies are

generally older. whén they are first retaifed by an institution.’

- »
The early retirement eligibility reguirements set by an institu-

tion also help determine the age of retirement, as Qell ds the accumulated
- years of service. The effect of such requirements on the early retirement
Qecision is most evident where the decisien is more strictly voluntary--
i.e., at institutions A2, Bl and B2. Figure 6.5 shows that most of the
early retirees from these three lnstleutlons retired almost anedxately &
after meeting both the age and se*vxce requirements fer special earl )
ratirement. At institution A2, where the early retirement eligibility
recui%ements are 65 years of aée and 20 years of service {plus 18 year; of
rtlcipatlon in the retl*ement plan), only 31s% of the early retirees
continued workxng after establlghlng eligibility on poth criteria. At
institution Bl, where eligibility for the optimal early retirement is
' established after age 58 with 30 years of service, only 22% of the eaxly
retirees had. gone beyond this péint ané very few had retired earlier. Ihe
special incentive arrangement at institution B2 is an Jopen window" which )
has been offered twice in the past five years, for a dne-year peficd_only,
to anyone with 25 years of service. Under this arrangement, the ea?ly
retiree gets hali-pay éor four years on top of his regular eariy retirement
pension if he is age 55 or older. However, if ne is under 55, he is not ¢
eligibie ror a pension under the normal retirsment system arnd d theraicre he
éets only the scegial sgverances zayment. only 33% of the early rstirees
had passed up the "cpen window" the first time- they were eligible for

both the special pavment and a pension.

o ‘ : .1
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1 . * Table 6.4 —

o

YEARS OF SERVICE . o

.

‘ * " » ‘v - " - * '
< Years ¢

Age at . . . .
Moticement - 15-1?, 20~22 E%izs 26-29 30-32 33-35 36-39 20+ | Total
67¢ - 040) 1(0) 1(0) 1(0) | o 0(0) 1(0) 0(0) | 4¢0)
65-66 0(0) 4(0) 6(0) ‘ 7(0) 4(0) 2(0) 4(0) .2(0) -‘29(0.)

; ‘ : : ~ —¥
63-64 0(1) 2(0}, 0(0) 2(0) 0(1) 0 () 2(0) 0(1) | 6(3)
J60-62 0(0) 1(1) o(oy 3(0) 0(2) 1(0) 1(2) |- 03] 6@
g55-59 0¢0) 2(0) 1(1) 2(2) 0(1) 0(1) oy’ | oy | s
‘ ‘ . ~ » :
frotal 0(1) 10 (1) 8(1) 15(2) 4(4)" 3(1) 8(3) 2(5) | so(1s)} &
o = 2

Numbers inside

fNOPE: Nunbers outside parentheses are of retirees from academic institutions.
: parentheses are of retirees from business. .
- E
i .
¥ -
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Lagend:

NOTE:

figure 6.5

- A
DISTRISBUTION ON EARLY RETIREMENT ELIGIBILITY CRITERIA

3 0

" ad ) . &>
§ ] Va i . .
X - » ‘
e - -
z Al i 2. =
* - ~ ’
‘& 65 A, Yoraad AT aa s Laa L .,
» < .
k- - - > -
=
< . *
| 2
- ! N
£0 T T T T '3
e 25 . 30 s 40 : \
F ¥
' Years of Service /
65=4- INSTITUTICN BL -»
. n (o .
- A L]
i . A )
g A s
pet R
2 s i
g o :
Q ® A A
=
< Y
! ' ’
- t ! " 1
Se-1- T T T 3 T
20 23 3 3t 40 .
. Years of Service "
Al . r N
<
, ~ . » N ]
» A
3 so-t- e w . o
£ . ¢ )
—t L4
-
@
= * t
o
L]
g 55 T A A A
-
L 1 ! ]
T 12 i i \
20 25 0 as 40 9
Years ¢ Sorvice
-,
A Retired soon after or before meeting both eligibility criter:a. ..
¢ Retired later, .

Respendents from institution B2 are recorded as A's (percohs
who retired soon after or befsre meeting moth eligibility
criteria) if thev accepted the first "ogen window" for which

they were eligible. ¢
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Table 6 6 shows the dist tribution of agé at retirement by field *
fd& the apademic retirees. Tt might appear that sc1=ntists are more inclined
to retire edrlier. Actually this resul* is due almos. entirely to the fact

that all six retirees from institution Al ‘were in the sciences and were .

. . Y
st:ongiy encouraged to retiye at 6r bélow age 62.

- . .
* 4 - . * - ‘ .

v « ‘The Decision to Retire Early .

.

.
» »

Few of tHe interviewees had made. lcng-range plans to retire early.
In fact, over ‘half of them (58%) had begun thinking seriously about early
retirement only within the four years before retiring, and 29% had been seri-
ously considering i* for less than two vears (*able 6.7). Only 21% of the -
respondents had been planning to retire early for mcre than ten years. s
.Amonn retirees of, diFferent institutions, thote from institution Kl, wh&re
the special incentive program is leadt voluntary and newest, made their
retireuent decision in the shortest period of time (1ess than ‘two yvears for

all smx respondents). Of the retired faculty members ‘rom institution A2,

where mandatory retirement is 70 and early retirepent is 65-and the program

has been in operation for over 20 years on a strictly veluntary basis,

nea.ly one third-.said they had "always" expected tc retire early.3 .

El

. The reasons for retiring early were quite varied (Table 6.8) and
although there gere miror differences among institutions, there was hardly
any di‘ference between retired academics ‘and retired corporate employees.
?hat is, the rank order of reasons for retiring early, by frequency of
mention, is nearly the same for retirees Irom acadenic institutions and

cetirees from business." “ - . : , . P
‘Most of tle early retirees'mentioned several factors which influ-
enced their decision.4 The most common reason (mentioned by 49%) was that
they had already developed, or else wanted to develoo, some ihterests
outside their reyular work-related responsibilities. Often the acadeﬁics
had in. mind a specitic project, such as finishing a book or a researcr
project. Others said tHey retired to set new goals for themselves and
enjoy va different lifestyle altogether. ,The’ ‘next most ::equently stated
reason (men.ion@dbx4a%) was that thev had 1ost interest in or no longer

enjoyed their work, or glse they were .atigued by .he pressures that

-
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’ ) . Table 6.6
WI\CADEHIC EI!&LDS OF RETIRED FACULTY MEMBERS
- [
Age at . - - . . .
Retirement Sciences Social Sciences Humanities “Professions Total’
. " * - > *
67+ 1 . 1 - 0 2 4
65-66 5 6 4 . - 14 .20
63-64 ' 1 1 2 3 7
-60-62 1 -0 1 1 6
55-59 3 0 0 2 ) 5
' L + )
potal 14 ’ 8 T , 22 751
* ) ' . -
NA = one non-facullty librarian.
o . R

NOPE: This table includes only retirees’ from academic institdtions.
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Table 6.7 -

"WHEN EARLY RETIREMENT WAS FIRST SERIOUSLY CONSIDERED

o , . Years Before Retirement
. Age at - _ " . e
j Retirement <2 2-4 5-7 8-10 11-15 16~20 "Always" | Toeni
| 67+ 1 2 2(0) 0(0) 0(0) 0(0) 0(0) 0(0) 4(0)
) 65-66 R 4(0) 8(0) 6(0) 0(0) " 0(0) 1{0) 9(0) 28 (0)
@ 63-64 1(1) 1{2) 0(0) 100 | ‘o(o _0(0) 0(0) 3(3)
§ 60-62 “ 3(3) 2(1) 0(2) 0(1) . 0(0) 0(0) 0(1) 5(8)
,:. "A' - .
g 55-59 - , ~ 4(0) 0(2) 0(1) 0(2) - 0(0) 0(0) 1(1) 5(6)
| Total ‘ 14(4) ° 13(5) 6(3) 1(3) 0(0) <1(0) 10(2) }5(17)

fmo=18
// TN

B NOTE: Numbers outside parentheses are of retirees from academic institutions. kum?ers Lnside
parentheses are of retirees from business. T
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accompaniad even the most enjcyable challenges. Many of the early retizress
(31%) said they saw little reason to centinue since they already had
sufficient finances to retire comfortably, In a nunber of cases (30%) it
was the special incentive arrancement wh-vh had encouraged the inte:viewee
to retire early. (There was no double-cournting on these latter two reasons.
Thus, if one makes the likely assumption that the arrangement was attractive
because itomade early retirement financially Zeasible, and if one then

combines the responses for these two reasons, being financially able to

retire becomes the number one reason for early retirement.)

One £ifth of the early retirees said a health problem or éisabilicy
had contributed to their early retirement decision, and 17% said they felt

they had worked long enouch and deserve@ a change or & rest. A varietv of

’

other reasons were mentioned less Zrequently. QQQ
The reasons for retiring vary slightly bv age at retirement:

"e. Those in the-oldest age group (67 and dlder) are more
lixely to have retired in order to devote more time to
other interests or create a new lifestyle for themselves. .
They are also more likely to have retired because thev
felt financially secure

e Those in the 63-66 age group are more likely than the
/441 £  others to have retired because they were dissatisfied with
the quality of their own' perIormance.

e Those in the 63-64 age group are more likely than the
others to have retired for health reasorts.

e Finally, those in the youngest age group.(55-59) are more

\\‘~\,/~e likely than the others to have retired because théy na
) lost interest in or were dissatisfied with their work {or
felt there was too much pressure working). Thay are also

more likely to have mentioned the availability or
attractiveness of the sgecial option as an inducement

g to retire. And they are more likely to have retired out
of dissatisfaction or nonconformity with the management or
focus of their department or organization.

Asked, "Whom 4id you talk to ebout when to retire?", bech

academic and business re=ireas most oftan mentioned soou;es and next most

often mentioned superiors (Table 5.9).° Twelve percent of the resgondents

said they had discussed their decis sion with no one. The retirees who

discugfed their degzs;on with =he retirement system were noticeably Zew
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Table 6.8

RLASONS FOR RETIRING EARLY
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SOURCES OF ADVICE ON WHEN TO RETIRE

\k . _ . Other
ge at Retirement Friends/ Other Family Other
Retirement System Superior | Colleagues | Retirees | Spouse | Members| Sources | Nobody
0(0) 0(0) . 0(0) 1(0) 2(0) ' 1(0) 0(0) 1(0)
65-66 5(0) . 11(0) 10 (0) 2(0) 16 (0) 5(0) 0(0) 6(0)
63-04 3(0) 3(0) . 1(1) 0(l) 4(2) 0(0) 0(0) 0(0)
60-62 0(1) | 5(6) | 0(3) 03 | 38 0(2) 0(0) 0(0).
55-59 0(0) 4(3) 30 | 1@ 2(4) | o) | 0(0) 0(1)
Total 8(1) | 23(9) 14 (5) 4(6) 27(14) 6(3) 0(0) 7(1)

1
'
- \
3

MO = 4

NUPL: Numbers outside parenthesecs are of retirees from academic institutions. Numbers inside
parcntheses are of retirees from business.
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(only 14%). This only means, however, that they did not seek advice from
the retirement system on when to retire. Many did in fact go to the retire-
.meat office for information on financial macters and othexr details of the
arrangement before making their decision.

——— e -

Satisfaction with the Early Retirement Decision

- >
Ninety-nine percent of.the early retirees said they were either
very satisfied or satisfied with their decision to retire early, and only
one retiree said he was dissatisfied (Table %.10). The Bverwhelming
positiveness of this response (73% said they were very satisfied) might
. lead some to wonder whether the respondents were being entirely candid with
us or whether they had rationalized their decisions to themselves. This
seems unlikely, éiven their openness on many topics as well as their

enthusiastic comments. For exanple:

I can advertise retirement for anybody. I think it's great: (Al-1,
science) ) SN ' ~
Teaching at a university ip a competitive struggle. You have to
publish reports, keep producing, keep publishing. You're com-
peting for students, for graduate students. Basically, retirement
means you stop struggling for existence. 1It's nice to feel that I
don't have to struggle...A positive factor in retiring is, for once,
you are your own boss. Your time is your own; and, if you're in-
terested in basic research, in a sense retiring earlier is like
getting a faculty fellowship. 1It's like a sabbatical, but a sab-
batical lasts only six months. What can you accomplish? You barely
get into your research and then your nose is back to the grindstone!

«.  (a2-4; social science) - )
I've lost something, but I anticipated that. And I'Ve gained some-
thing. The loss is your contact with students...The gain, of course,
is that your time is all your own. And also that I'm not trving to
do something like lecturing that I'm not fit for. (A2-7, humanities)

.

I had a strong feeling for some time, looking at my friends and
other people, that the 60's are stili good vears, that you don't
start developing problems until later and that if you have things
you want to do, the best time to do them is in your 60's. And you
can't do that when vou're tied down to a position...And I had some
other intgrests. I had a strong feeling that one should retire
young enough to develop some new interests, too. Not to be solely
dependent on your job for intellectual §timulation. (A2-13, pro-
fession) )

) 90
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- Table 6.10
SATISFACTION WITH DECISION TO RETIRE EARLY

,Age at Very " . Vexry

3 Retirement Dissatisfied Dissatisfied Satisfied Satisfied Total
674 0(0) . 0(0) 1(0) 3(0) 4 (0)

% v )

65-66 0(0) 0(0) 2 9(0) 21(0) 30(0)
63-64 0(0) 0(0) 0(l1) 4(2) 4(3)
60-62 0(0) 1(0) 0(3) 5(5) 6(8)
/55-50 o(0) 0(0) 2(1) 3(6) 5(7)
PTotal 0(0) 1(0) 12 (5) 36 (13) 49(18)

s

»

NOTE: Numbers outside parentheses are of retirees from academic institutions. Numbers inside
parentheses are of retirees from business. 11 1*
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We have made a considerable change of life, and we are enjoying it
to the hilt...We're enjoying the outdoors immensely, becoming
beach bums almost...Also, we haven't made 2 complete change from
our former lives. I'm working on a book, dnd my wife has writing
projects so it hasn't been & complete change of life. It's just
that now when we write it's because we want to...We've had no
reason to question the degision to retire early. As a matter of
fact, the joy of it increases every day. (A2-24, humanities)”

I'm quite satisfied. The major reason is I don't need to teach
any longcr. I've provided for my support well enough. And the
other thing is I didn't particularly enjoy teaching. I didn't
feel involved in it enough to want to continue. I had plenty of
other interests to occupy myself, “and teaching was sort of an
interference. I looked forward to pursuing my interests and

hobbies without having to stop and take time to teach {A2-34,
humanities)

It has enabiled me to complete my book, which took me longer than
I thougnt. Monetarily, the income has been 0.K. I haven't missed
the few dollars difference ‘between my income and my salary...Oh,
it's enabled me to do some other things besides the book: trayvel,
which I've always enjoyed. I've certainly been pleased to be re-
lieved of the pressures and difficulties of teaching...Students
are quite different from the ones in our earlier classes...People.
sometimes say, "Don't you miss the students?" wWell, in a way,
but not to the extent where I wish I was back teaching them.
(A2~-35, profession) .

’ > !
4 think it was an ideal situation, and I would go so far as tn
recommend that other faculty and staff consider it seriously..
(Early retirement with part~time employment) permits the faculty
member to gradually taper off his responsibilities and still
maintain a financial status which is acceptable. So many times
people work full-time up to a certain Friday night and after
that it's nothing. It’'s a step function, and in many cases it's
a disaster. It's too abrupt a change. (A3-4, science)

It's a tr=amendous release of tension...It's tuxrning a new page,

in a way...Americans are too conditioned to strive for success,
for a big paycheck. Life's too short to just wear, yourself down -
and not be able to reap the other benefits of life besides drawing
a huge salary. I think the key to the thing is whether you think
you're making a contribution and living up to your own expecta~-
tions. It's important not to fool yourself about this just in
order to pull down a fat paycheck. (A3-6, profession)

I enjoy the freedom...I khow of a lot of cases where people
didn't live very long after they retired, where they worked up
to age 65. If you enjoy your work so much, and if it's the
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only thing you have, that's not so bad. 3ut, if you have other
things you would like to do, but you're waiting until age 65 to
get the full retirement beneiits and then you never live to reap
the advantages of thofe benefits, then you've had it. (Bl-8,
supervisor) ’ v

I've told many of the peorle I managed: this is the only way to
go, and I really helieve that. Some people don't have something
to do, but I have so much to do I just can't understand how I
found time to work eight hours a day. (Bl-12, supervisor)

z
The point is, you don'tshave the pressure of thinking, "I've
got to get up. I've got to get dressed. 1I've got to go to work
and face that stack of papers that was there yesterday." I like
the feeling of independence, that I can do what I want for a change
and not what I'm forced to do. As a result, I've done various
things that I couldn't do before. (B2~3, manager)

I couldn't be happier about that decision. That doesn't mean I

don't have problems in my life, but none in that direction. (B2-5,
- market analyst)

The interviewees were aisg a;ked,‘"If you c?uld make the decision
over again--undér the same circumstances but k?owing what you now'know—~
would you retire at the same time, earliex or later?" Oplyafive of the
_early retirees said they would rotire later if they nad it tb do again,
and four said they would retire sooner (Table §.11). Of the'academic
retirees, 96% said they would retire at the same time or éarlier than they

did.

When asked, "Would you have retired earlier under the right
conditions--that is, is there anything the University (or the ‘€ompany) could
have done to encourage you to retire earlier than you did?", most of the
eariy retirees said, no, they would not havé retired earlier even if the
conditions had been different (Table 6.12). Those who gave reasons said
they would not have been psychologically ready for retirement or were too
involved in their work. On the other hand, about one-third of the early
retirees said theyv would have retized earliér if the conditions haé made
it financially feasible—;for example, if the special option had been
available to them earlier or if the annuit¥ had been larger. The retired
corporate employees were somewhat more likély than the retired faculty
members to say they would have retired earlier if given sufficient financial

incentive. .

I3 .

116 3




Table 6.11

WHAT RETIREMENT DECISIONS WOULD BE IF MADE AGAIN

Age at * Wculd Would Would
Retirement Retire Earlier Retire Same Retire Later Total
67+ 1(0) 3(0) 0(0) 4(0)
65-66 1(0) 27(0) 2(0) 30(0)
63-64" 1(0) 4(3) 0(0) 5(3)
60-62 0(1) 6(5) 0(2) ; 6(8)
55~59 0(0) 5(6) 0(1) 5(7)
Total 3(1) 45 (14} 2(3) 50(18)
‘ MO =2
NOTE: Numbers outside parentheses are of retirees from scademic institutions. Numbers
inside parentheses are of -retirees from business. ©
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Table 6.12

WHETHER EARLY RETIREES WOULD MAVE RETIRED EVEN KARLIER

UNDER DIFFERENT CONDITIONS - +
- : -

Age at . ‘

Retirement No ) Yes Total
67+ 2(0) .o 1(0) 63(0)
85-66 ] 2000 ~10(0) 1 3000
63-64 4(1) 1(1) . 512)
60-52 . ’ 4.(6) 1(2) 5(8)

| .
55-59 L 3(2) 1.(5) 4(7)
.\ -}
Total 33(9) 14(8) 47(17)
MO = 6 ¢

NOTE: Numbers outside parentheses are of retivees from

academic institutions. Number ' inside parentheses
ave of retirees from business. o
‘ lis
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. Effects of Early Retirement \

financial well-being

The early:retirees seem to be faring well financially. Acco:ding
to6 84% of the';espondents: there has been no change in their standard of
living since retirement (Table 6.13). Although their gross income is
lower, they say theix "spendable" income is highexr. There are no-more
deductions for Social Security. They do.'t have to pay income tax on
their Social Security checks or on income from their own after-tax_contri-
butions to retirement funds. Quite often their majorx expenses, such as a
mortgage on the house and the children's living and educational expenses, -

. are behind them. ?urthe*more, the money +they onge spent.on ¢lothes, lunches

-~

. away from home, and commuting can now be reallocated.

»
2 .
- .

Compared to the academics, proportionately more retirees -from

business were apt to say their standard of living is h;gher than before °
retirement. This is. largely due to the nature of the incentive early
retirement at institution B2. Because retirees under this program get
half-pay for four yeaxrs on top of -their earned ieFirement benefits, their
total.income in the four vears following retirement is usually as good or

even better than before.

<

Although many of the early retxrees are cqnc=rned ‘about the
pétential effects of continued Lnflatlon, a large majority (95%) said that,
so far, they have been abdle to live as well or better than they had
expected (Table 6.14)v Compared to retirees in other age groups, those

2 An ehe 65~-66 age group were most likely to have uncerestlmated their

a

standard of living after retirement.

Professional -activivy ‘

Early retirement does not necessarily mean arn end to professional
activity, especially for academlcs. Sixtvéﬁne pexcent of the early
retirees in this study saxd they had been emoloved at one time or another
during their retirement (Table 6.15). Although 2 few persons had held
full~-time jobs, most of those who repo;ted employment had worked part-time

. or on intermittent or short-term tasks.6 The retired faculty members were

much more likely to have been employed +han the retired corporate emplovees.

Q 3 96
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- I | “ar Table 6.13 2 ’
1 : -
HOW STANDARD OF A‘IVING GOMPARES WITH PRIOR STANDARD OF LIVING
>
- Age at . . Lower than \\\‘ Higher than . )
Ratirement N Before .. Same Before To*al
4 s o
« . . . <
67+ - - 0(0) j - 4(0) 0(0) ‘ 4(0) .
55-66 1(0) 25(0) a0y -] 30 ‘
w“ by » -
63-64 1(0) 4(3) 0(0) 5(3)

" 460-62 0(0) 6(6) - T 0(2) , 6(8) ’
55-59 © o 0(0) 1 s(4) ©0(3) 5(7) y N
Total . 2(0) 44(13) 4(5) . 50{13) ) -

- T ‘ ’
MO = 2 S0 \ ) .
NOTE: HNumbers outside parentheses are of retirees from‘academ;c institutions. ” o

Numbers inside parentheses are of retirees from business.

4 -




HOW STANDARD OF LIVING COMPARES WITH EARLIER EXPECTATIONS

~ ¥

‘Table 6.14

/

e

. -

—

' Numbers inside parentheses are of retirees from busipess.

<y ”

Age at Lower than RHigher than
Retirement +  Expected Same - Expected Total
~ —
67+ 0(0) 3(0) 0(0) 3(0)
65-66 ° 2(0) 13(0) 12(0) 27(0)
63-64 0(0) 4(2) ’ 0(1) 4(3)
60-62 0(0) 3(6) 2(2) 5(8)
55-59 1(0) 3(2) ©1(4) 5(7).
Total. 3(0) 26(11) 15 (7) 44(18)
q o ~

MO = 8
NOTE: Numbers outslde parentheses are of retirees from academic ingtitutiong.
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. Table 6.5

) -

EMPLOYMENT SINCE EMRLY llu:."I.‘IREMENT:

‘BY AGE AT RETIREMENT
{ . A L

| Age at ' - Empléy%g ; Employed -Emp;oyed
Retirement * Never’ Employed Intermittent/Shox;-term' Part-time Full-time Total
-~ :$ : ""’““;1‘ x .L “ -
67+ 2(0) . 2(0) - \ o(0Yy ,0(0) 4(0)
- X

65-66 13(0) 1" 6(0) 0(0) 30(0)
63~64 0(3) - 1{0) 6(0) 0(0) 7{3)

. 60~62 0(5) 2(2) 3(0) 1(1) 6(8)
355L59 : 0(4) . 1(1) 3(2)\ ;(0) 5(7

' !

rotal " 15(12) 17(3)_ 18(2) 2()) 52(18)

5

. ) R
Numbers outside parentlieses are of retirees
inside parentheses are of retirees from business.
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Only one third of the coxporate retirees had been employed since,xitifement,

compared with 71% of the academic retirses. Age also seems to be deciding

factor. All the academics under age 65 hal been employed, compared with 56%

of those aqver age 65. .
P > I
¥ wn » . . e

. Whethér a respondent had been employed since retirement also

varies by institution, partly‘because of the average retirement age at
aieach inst;tution and’gartly because of the differing employment regulations

for early retirees (Table €.16). oOnly 48% of the early retirees from

institution A2 had been employed, compared with 100% of the retirees from

) the remaining academlc institutions. Besides being the oldest of the
f~ retirees (on the average), the early retirees from institution A2 techni~
. callya*e forbldden to accept "galneulgemployment" while receiving thei

early retirement checks f£rom the unxversxty. (Many, but not all, of the

retired faculty -kembers from institution A2 assume that this restriction

4,

Yo, excludes shoft-teim or lnte*mlttent consultlng activities.) In contrase,
the early *ati;ézi £Erom lnseleut-on AEgaze recuired to work paﬁ:-tlme at
(

the university cept in unusual circumstances) so ‘that their early

reelremene pension plus their :art—,xwe salary ‘will equal the full pension

<

- they WLll receive at the mandatory retirement age. There is no employment

regulatlon for early retlrees from institution Al except that they cannot
‘work for the university. N

> .

<

Retired -academics in the sciences are more likely to have been

employed than tho;e in other fiel&s (Table 6.17)-.° Those in the humanities
are least likely to have been emp’oyed. (Eighty-si; percent of the
scientists had been employed, compared with 57% of the ofbfessors from the
humanities. ) 1In part, this ;ould be due to the relatleeiy greater ma*ket-
ablllty of scientific skills, but aQe;ae retlrement and lnseltutlon also
con ound the issue. Besxdes being the youngest academics, nearly all the'
scientlsts were from institution A1, where there is no emoloynent restric-

tién, or from lnstleutlon 23, where employmene is requlred.

Current employment states follows much the same patte;p as
employment since retirement (Table'é.le)- The biggest difference is that
only half as many retirees Zrom _nstthtion A2 are currently employed.
This brings the total employeé down to 43% from §l%.°'A

. ¥
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. Pable 6.16
EMPLOYMENT SINCE EARLY RETIREMENT:
BY INSTITUTION ‘ ’
. . ' ) Employed -
- - Never Intermittent, Employed Employed
Institution Employed Short-term Part~time Pull-time Total
«
AL | o ° 2 2 L2 A 6
° A2 o . 15 13 1 0 .29
~ = n - "
A3 o S0, : 1 14 ‘ o0 15
Al "o~ . 1 : 1 0 2, 1.
Bl ' ©(8) (1) . (0) (0 - . (9
B2 ‘ (4) i (2) 2 (1) (9)
rotal 15112) 17(3) , 18(2) 2(1) 52(18)
NOTE: - Numbers outside parentheses are of academic retirees. Numbers inside parenthesesare of

*»
retirees from business. .
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EMPLOYMENT SINCE EARLY RETIREMENT:

RS TR

£

Table 6,17

BY ACADEMIC FIELD

’ Employed Employed Employed
Field Never Employed Intermittent/Short-term | Part-time Full-time Total
S;iénces 2 3 7. 2 14
S.ocial Sciences 3 3 2 0 8
w!lumémit(ies 3 ) \ 2 2 0 7
Professions 7 10 5 0 22
Total 15 18 16 2 51

NA = one nonfaculty librarian

NOTE: This table includes only retirees from academic institutions.
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Table 6.18 )
] P CURRENT EMPLOYMENT STA'TUS ;
—_— i
- ?
Age at Employed Employed Employed
Retirement - Not Employed InLgrmittent/Short-term Part-time Full-time Total
67+ 3(0) 1(0) 0(0) 0(9) 4(0)
65-66 1840) 7(0) 5(0) 0(0) 30(0)
| 63-64- 1(3) 1(0) 5(0) 0(0) 7(3)
60-62 2(7) 1(0) 3(0) 0(1) 6(8)
55-59 1(5) 1(0) 2(2) 1(0) - 5(7)
roLal 25(15) 11 (0) 15{2) 1(1) 52(18)
NOTE: Numbers oulside parentheses are of retirees from academic institutions. Numbers

. inside parentheses are of retirecs from business.
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\\ Most of the respondents are satisfied with tne amount of time
they are &quing, whethe# it is part-time, intermittently or not at all
(Table 6 19). However, the two respondents who currently were working
~-nll-t1me said they would rather be working less. éxcept for them,
satisfagtloq.wzth the amount of paid work increases slightly with’more

-

intensive employment.

Of course, it is possible to stay professionally involved in
other ways than being employed. One can also ca..y on independent research
and writing projects, participate actively in professional societies,
consult without pay ané perform various volunteer activities related to
one's ‘ield.~ Counting these activiries as well as employment in one‘st
field, "70% of the early retlrees in this study had been professionally
involved at one time or another during their retirement (Table 6.20). The
percentage is again much higher for the retired faculty members than for
the retired corporate employees (83% vs. 33%) All ‘but one of the academic

retlrees who had not been professionally active were over age 65 at the

. time of retirement. Finally, although academics in the humanities had a

much lower employment rate than academics in other fields, they are
comparable to the other academics in overall professional involvement

(Table 6.21). .

»

Current professional activity follows much the same pattern as

professional activity since retirement (Table 6.22). v

General well-being and activity

The early retirees were asked how Qappy they were with their
present lives compared with how they had felt ébout their lives in the few
vears before retirement. A majority (61%) of those responding said they
were happier now than they had been before (Table 6.23). .Virtually the
same answer came from the academics as a group and the re;ired corporate
employees as a group. Many said they were more contented and relaxed
because éhey now have the freedom to do what they want when they want.
Many are also glad to be away from the tensions and pressures of business

or academia.
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Pable+6.19 . «
. \ - -

SATISFACTION WITH CURRENT AMOUNT OF EMPLOYMENT .

hd - . ’

/

-

Current
Employment Would Would -
Status Unsure . Like Less Like More . Satisfled Total

Employed
‘Full-time

0(0) 1) . 0(0) 0(0) ‘ 1(1)

Employed

Part-time . .0t , (o) 0(0) < 12(2) . 13(2)

.

Employed

short-term . .
or Inter- 0 1(0) . 1(0) 7(0) 9(0)

mittently -

-
<

Not

Employed 1(1) 0(0) 4(4) .19(9) i 24(14)§
Potal : 1(1) 3(1) 5(4) 38(11) 47(178

MO =6

NOTE: Numbers outside parentheses are of academic retirees. Numbers inside parentheses are of:
retirees from business.
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Table 6.20

PROFESSIONAL ACTIVITY SINCE EARLY RETIREMENT:
) BY AGE AT RETIREMENT

Ever Professionally Active?

Age at No " Yes Total
Retirement .
67+ 0(0) 4(0) 4(0)
65-66 e(o') 22.(0) S 30(0)
" 63-64 ‘ 0(3) :7(0) 7(3),
60-62 " 0(4) 6(4) 6(8)
55-59 » 1(5) 4 5(7)
Total 9(12) - 1306 | 52(18)

[}

NOTE: Numbers ovutside parentheses are of retirees from academic
“institutions. Nun“wors inside parentheses are of retirees
from business.
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‘rable 6.21 .
PROFESSIONAL ACTIVITY SINCE EARLY RETIREMENT:
v BY ACADEMIC FIELD

. Ever Professionally Active?

_Field No Yes Total

S
Sciences - .

1 13 14 .

Social Sciences 1 ) 7 8
Humanities 1 6 ’ 7 -
Professions , 6 16 ' 22
Total 9 ] 42 51

NA = one non-faculty librarian

NOIL: ‘This table includes unly retirees from academic institutions.
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Table 6,22

CURRENT PROFESSIONAL ACTIVITY

Y

Acfive Professionally? -

Age at )

Retirement .- No Yes Total
5"4;‘+ - . 1{0) . 3(0) 4(0)
65-66 8(0) 22(0) 30(0)
63-64 0(3) 7(0) 7(3)
60-62 1(5) 5(3) .6.(8) n
55-59 25) 3(2) 5(7)
Total 12(1;;) 40(5) - 2(18)

NOTE: Numhers outside parentheses are of retirees from academic
institutions. Numbers inside parentheses are of retirees
i from business.
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* - “ ’ Tahle 6.23 ' . ) * . R

410 HAPPINESS WITH CURKENT LIFE
COMPARES WIT{l HAPPINESS BEFORE RETTREMENT

Age at Lecs lappy - More Happy
Retirement Than Before Ambivalent Same " qhan Before Total?
- " Y i

67+ 0(0) 0(0) 2(0) 2(0) 4 (0)

65-66 1(0) 3oy 6 (0) 15 (0) 25 (0)

63-64 . 0(0) 0(0) 0(2) . O(Z.L) 0(3)
L3 . ‘,

60--62 0(0) 0(1) 1(2) 4(4) 5(7)

55-59 0(0) 0(2) 2(0) " 3(6) 5(8)

Total 1(0) 33) 11 (1) 24 (11) 39(183}‘1

MO = 13 - ’ 5

NUPE: Numbers outside parentheses are of retirees from academic institutions. Numbers inside
parentheses are of retirees from business. '
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Well, if you take the last five years before, the retirement camé up,
I was really getting unhappy. I was frustrated. I knew I wasn't
making fiy way the way I should have been making my way in the de- '
partniental structure. And I've really been happier since I started
.my leave and particularly since I've gotten out hers. (Al-4, science) &>

I tlink maybe a bit more hapoy because I'm"getting more done. o the
things I'm_anxious-to get done before I check* in...Because of my ex=",
perience over the years, I feel sort of egotistlcally that I have a
calling to get “them done. . (A2-5, science) ..

Much more hapoy Less tension, that's the main thing. And mo more
. unnecessary. worry about your duties and resnonsxbllltles..,r used
to feel sorry for retired people. I used to think they had been
"put on the shelf. " Now.I go down there and I feel sorry for the
ones- who still have toS do it, still have to publish and cater to
the dean and so forth. . (A2-8, profession)

I'd say I'm more happy now because I am free of those frustrations
and responsibilities. They weighed heavily on me. I was probably
overly conscientions...I honestly don't miss my administrative job.
I don't miss my teaching. I look back on those years with satis-
faction, but I look forward to the future with happiness. (A2-13,
profession) ' -

e [

More happy. You know, most people won't admit it, but as you get
older, it becomes more of a drag to get yourself into a classroom
and be vigorous enough to impress .hz;;tudentg. (A2-14, profession)

I'm very happy. I didn't like the late '60s and early '70s very ,
much. They were very disturbing years in universities everywhere.

T didn't like the tremendous enrollments, the complicated bpureau-
cracies, the period of two to three years of belligerent student
attitudes...If I cumpare right now with those last years, I'm far

more happy. (A2-15, science) :

‘ Happier. Definitely. You know, one of the things that happens
to a married couple when they've both been working is that, when
they retire, they have more time to spend together, which may -

r sound corny, but it's true. And of course you have your own
family, your own married children, your grandchildren. There's
quite a lot to fill up the days. (A2-24, humanities)

Well, I think I'm happier now than the few years before I retired,
I think primarily because of the relief from pressure and commit-
ments, having to work on schedule...It's better being able to
choose people and things you want to do...And, when I was still
at the university, working on the book after I retired, it was
very satisfying to be able to concentrate on it instead of having
o take two weeks off now and then before I could get back to it...
and you lose so much steam when you have to break continuity in
writing. (A2-35, profession) Co




T Tewe o T s e s e T

I'm much happier now. I've got no problems, other than my bad
back which I've had for.years anyway. When the telephone rings,
I know it's not a problem, somebody calling®in sick or something.... -
I'm able to do what I want to do. When I don't want to do
anything, I don't: When I want to do something, I can.” (31-2,
/ . supervisor) . . .
) : Mpch happier. As I said, I wish I could have enjoyed this way of
1ife for the last ten years instead of two...I'm very busy, but
not as busy and strained as I was in the last few years with the
company. That was a rat race. It was the nature of “the job, thé
extreme pressure and tension of that job. Seventy or eighty hours
a week. Always a briefcase full of work to do at home on the week-
ends...You can only go that pace so long until you think, "My god, - !
I got to get out of it!" (32-8, corporate executive) s

About one-fourth of the resbondents said there was no chinge in
how happy they were with their lives. Most of these said they were just \

as happy as kefore but in a different way or for different reasons.

I'd say about the same but in a different manner. Previous to ‘
retirement, I had the interest and challenge of my work, parti- ‘ .
cularly the teaching. nNow it's taking things easier, doing what *
I want and not having to do it according to a schedule. I'm very
happy not having to spend half an hour every day gommuting. I
think you can sum it up by saying, except for the fact that my
retirement was involuntary, I'm enjoying it very much. “(Al-3,
science) -

v

b

I'm just as happy as I 'was before. I'm not frustrated or unhapoy.

. I liked my work. I enjoyed it very much while I was teachifig, but
I don't regret leaviry it...I think I feel wore relaxed and less
under pressure now, but otherwise my mode of living hasn't changed |
very much. (A2-~1, profession)
I'm happy now. I think it's just a, different phase. (A3-8,
profession) ‘

k]
I really wash't discontented when I was working. I was reason-
ably happy. I am, of couxse, more relaxed .now; and I can do
more of the things that I wish to do...I'm more relaxed. That's
the best way to describe it. As far as being happier or urhappier,
I think that"s about even. (81-11,” engineer)

Until you get off the treadmill, you don'v realize how great
another way of life can be...(but) I enjoved my job so much. .

. I% was very creative, very interesting...See, I was Sratty
happy when I wac workiag, and I‘m happy now in different ways'
or for diffevent reasons. I think it's akout the same...I chink
it's more challenging. I think there's greater chance for un-
happiness. (32-8, manager)
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Only 12% of the reizpondents were either ivalent or less happy with their

current lives. The most common complaints of these retirees were feelings

of being sidetracked, nonproductive ox bored. Alsg, several who were

genuinely fond of their institution missed being in contact with it and

knowing details"about its affairs.
I'm a bit perplexed occasionally with nothing to do. I enjoy
. routine. I like going to work, talking,tq'peoplc, working
with graduate students. The trouble-shooting types of things
' that one does when one is a middle administrator; I enjoyed
'doing that. You never knew when you went into work what you
were going to do...I enjoyed the unknown part...Problems-could -
occurscn the, spur of the .moment, which made the day interesting.
(A2-220, professxon)

> - *

; Parts of it I'm much happler wlth If you talk about happiness

though, it's a strange concept. Happiness is not necessarily

¥ the elimination of unoleasant th/.ngs. They're different scales.
I'm happy to not havé the administ trative details to worry about
and take-my time...I'm happy that I'm free.to do what I wish...

- But I miss my colleagues. I miss the university. Aand I'mq§ess
happy in that respect...You know, when someone is being tortired’

. and you free him, he's less uncomfortable. But happiness ig an

- aspect you Baven't dealt with yet. (A2-25, profession) f

! 'ﬁell, there are pluses and minuses.
fied with the way my life goes. I spend more time with my wife,
whlch I enjoy. I have a much larger measure of freedom.. I :
couldn t play quite so fast or loose with my time before I re-
tired. (m the other hané, I enjoyed what I was doing very much,
R and I think that in the nature of the case I miss-~although not

to the extent of maklng me unhappy asout it--I miss the " ongolng,

day-to-day contact and knowledge of the affairs of.the unfiversity.

I'm very fond of the university, and I miss doing the things which

kept me in contact with it. (A3-5, social science)

» - < + q [ I -

It does take some get%ing_used to...I'm still not quite adjusted...
If you enjoy what you're' doing, you put a greatr deal more into it
than you may realize at the time. It can be very absorbing. And
when you chop -that off, there is a void left, and it is extremély
hard to sit on your bytt and do nothing...I think the only way
you can hongstly answer that is that both things are true: there
are times when you'd no sooner,go back to work than £ly, and there

I must say I'm very satis-

-

. are other times when you can become bored and w’sh you had something
¢ , more demand;ng, more stimulating to do. .Iit's a mixed bag. There
: ara perlods of ups and downs, ‘and I' m .sure that it's the same .

when you're working. ~ (B2-4, manager) , .
. ’ ‘\ < .
- I really can't answer that because there are pros ané cons working
ané pros and cons in 'etlreme".“..-,&}ke golf; and I like tennis,’
and I like fishing, and I have plenty o- time to do those things

- . v *

’ .ov 112 135 v
ERIC. ' .

s e,

4




Aruitoxt provided by Eic:

» M - : ] ‘7 iaaniliiine s
. * R ‘ \ 4
v i ~ * -
now. Plus’I do some cénsul ing work on the side. X like the
work. and I can keep my own schedule. Anc the cons are when vou
have not much to do. That!s probably torxedom, I guess you 'd call

jit. When the weather's nice, I'm not bored. I ha'e plenty to
do. (B2~7, manager) .
) I miss being out of the mainstream. I miss not kXnowing as much

about my corporation as I used to. I'n very busxness—orlented...

I feel somewhat sidetracked, that I've s;det:acked mysel£. the
,other hand, the advantages are the things I'm doing that I couldn't
“do if’ I were working. (32-9, manager) -

v LY

Only a few retirees said they did not have enougn to do tnat was .

interesting and challengzng. Moreover, many retlvees sald they haxdly had

-

enough time to accomplish all that. they vanted to do. ~ lYost were simply

devoting more time to interests they had had all their lives. Others had

., B L4
developed entirely new interests. P . * -
. . -

About one third of the early 'etlrees had changeﬁ re51dences

since they retired (Table 6.24). This figure may hava bean higher if 37%

of iLhe early retirees had not been living already }n areas which are often’
considered ideal for retirement--California and Elorida, for example.\.On -
the other hand, many of the early ‘retirees «ho remained in tne’Noreh,

es~ec1ally the acaéem_cs who seayed near campus,.said they. wouI¢ not t%;nk

of leaving benind their family and friends and professional assoc~at‘ons-

The early retirees who moved had various reasoms Zor éoing 0. Some said

‘they thoughf it was better psychologically to make a completely fresh

start ana set new goals. for themselves in a.new environment. Some moved

for the change in climate, either because they or their spouses had a,

health problem or because they wangpd the opportunity for year-vound

outdoor act~v*Fy. A few were returaiaq to tbex* crzginal hometowns or

else were Joxushg friends or family. .

- .
. -
-

g Preparations for Early Retl*ement

Since few of the interviswees had made lcng-range rlans to zetire A

early, it should not te surprising that a ma,or +v of the resgondents had
not preparea themselves specifically Zfor ear_y ret.rement--f;nanc1=lly or

in orher ways. -
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Tahle ©.24

WHETHER PRIMARY RESIDENCE HAS

CHANGED SINCE RETIREMENT

Age .at ) :
tirement No Yes Toral
67+ 3(0) 1(0) 4(0)
65-6% 20(0) 10(0) 3c(0)
63-64 6(3) 1(0) 2 7(3)
60-22 5(7) 4(1) 6(8)-
55-59 2(6) 3(1) 5(7)
. 3
Total 33(16) 19(2) “52(18)
/ o
&"

NOTE:

Numbers outside parentheses are o§ retirees from academic
Numbers inside parentheses are of retirees

ins;itutions.

from business.
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¢ Only 37% of the early retirees said they had made soecl “ic
financial preparations for eaxly ré;irement {Table 6.25). Most fr quen;‘y,
these retirees mentioned investments and savings as the means for prepa;lng_
themselves financi ially. Of'course, the fact that the other retirees had
not made financial plans specifically for early retirement does not .mean
they ﬁéd ignored financial planning altogether. In fact, nine out of ten
early retirees mentioned dividends and interest ameng their current

sources of income, although the principal source of in ccme'qu almost

- .
always the retiree's pension. . )

B

Qply 39% of the early retirees said they had made specific

ndn-financ%gl preparations for early retirement (Table 6.26). Most
frequently, thev mentioned that tnhey had sought a place to relocate ané/or
had planned a move; many had made special trips to study retirement.
communities. Others mentioned that they had started phgsiné\qggJof their
wﬁ}k activities--not accepting new graduate students, cleaning out their
files, training their sucéessors, refusing new responsibilities, or even
going on semi-retirement. qnhers said they had consciously developed

outside interests and had lined up other activities for after retirement,

and some said they had preparad tnemselves and their families psychologically.
Two respondents said they had planned tp take a long tfig immediately after
retiring in order Eo get themselves out of the "work habit." Arother N
respondent "experimented" with retirement during his last sabbatical,
living in the community he and his wife had chosen for retirement and

engaging ir the same activities.

"It is important to note tqat most of the retirees who nad not
made specific non-financial plans &or early retirement said they would not

do it)dlfferent-y if tney nad it to do again.

Most (86%) of the respondents did not feel they had raceived
any formal counseling regarding their early ret emeqt decision or prepara-
tions they should make (Table 5.27). On :he'othe: hand, 93% of those who
) Q

had not received counseling said thev &il not Zeel they needed it or could

o

have benefited Srom it. Although many said it might be a good idea Zor

other people, some said they coubtad counseling could help aryone.
B ” .
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g "\ Table 6.25 - < ‘

ﬂ’-:.. C . .
FINANCIAL PREPARATIONS MADE SPECIFICALLY FOR EARLY RETIREMENT

v -

r

| } " . ) ; Reta;ning. Purchase of

Age at " . Annuity from| Supplemen-’ .
R?tirement: . None - In{éhtments Savings | Gther Job(s) t?l Annuit?f Othef
67+ . o) | "0(0) o | .o '."o(.(;)f 0(9‘) LI
‘65-66 ° . .16(0). . " 11(0) 9(0) 4 . ‘1(9) - :sio) T
63-64 | R RETO ‘ ’ 0(0)./ A 300 - 1‘10) 1 0(0) .' ‘ ol |
60-62 - . '5(6) +1(0) ‘0(1.) 0(0) | 0(0) - 0(2)
55-59 403) ‘ 1(3)" o | . o o) , 003
Total - 30(12) i'3(3) 12(2) ‘ 2(0) 5(0) RS

MO = 3

NOTE: Nunbers outside parentheses are of retirees from academic institutions. Numbers inside
parentheses are of retirees from business.
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, | NON-FINANCIAL PREPARATIONS
~ . SPECIFICALLY FOR EARLY RETIREMENT

. !

4

) Preparations Made?

Age at ) Total ’

. Retirement No Yes | a
67+ 2(0) 200 . 4(0) )

: ! #
65-66 12(0) 14(0) T 25(0)
63-64 0(3) Tt o) 1(3)
60-62 4(7) ) 1(1) 5(8)
55-59 A © o 4(4) - 1(32) 5(7)
" Total 22(14) .19(4) 41(18)
v :

MO = 11 .
NOTE: Numbers outside parentheses are of retirees from academic .

- jnstitutions. MNumbers inside parentheses are of retirees
. from business.

|HO




Table 6.27

WHETHER FORMAL EARLY RETIREMENT COUNSELING WAS RECEIVED - ’ v 7 -
L3 .
Institution No Yes Total B
Al 4 2 , 6
A2 24 4 28
A3 6 1 7
Ry 0 0 0
“h‘
Bl (8) (0) (8}
B2 -, (6) (1) (7) "
Total 34(14) 7(1) 41(15)
MO = 14
NOTE: Numbers outside parentheses are of academic retirees.

Numbers inside parentheses are of retirees from business.

141




Q

ERIC

Aruitoxt provided by Eic:

-

~

Retiree Evaluations of the Early Retirement Programs

All but two of the early retirees were either satisfied or very
satisfied with the provisions of‘their_early retirement arrangements
(Table 6.28). By far the largest number were vexry satisfied. Indeed, many

of the respondents seemed to bheé enthusiastically in favor of the programs:

I think the arrangement is eminently fair and attractive...I
just hope the program becomes. larger so that more people can
retire early, not only for themselves but also for the benefit
of the younger people. (Al-2, science) .

 Beautiful. I think that--whatever scale you use--you put i
right up there at the top. (A2-17, science) .

This plan was a godsend to me. It gave me the chance to get
out early...I think getting the deal that we get is doing
pretty well. You can't kick at that. I don't know of any more
generous in the nation. I don't know of any other that allows

almost five years of coasting at almost the same salary you had
while you were there. (A2-21, social science)

.

-

I think I was damn lucky. I mean, to have early retirement.

As you say, there are only four schools that have it so you
know I was lucky...One could always wish there were more money,
but that would not be realistic. What they're doing now is
extremely generous. (A2-23, profession)

I think it's a good idea. 1It's a tremendous idea. I hope that

they propagate .this through all the universipies. (A3-1, scienﬁe)'

Ié's awful hard to beat that plan. (31-12, supervisor)

The special payment program itself is very good and basically
quite simple and works'very well. (r2-3, manager) .

[

On the other hand, many respondents hesitated recommending the
early retirement option to everyone. They said it definitely had to be an
individual decision since everyone's standards are different. However, they
generally praised the voluntary early retirement zrograms Ior =he added
flexibility they offsr the individual.

It's definitely a matter of individual choice. For some veople,
early retirement may be disastrous. (Al-2, science)

I think it's good, at least for me. TFor somebody else, it
might not be. (A2-3, profession) .
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« SATISFACTION WITH THE PROVISIONS
OF THE EARLY RETIREMENT ARRANGEMENT

5
[N

’ Ver.:y -’ Very .
:"Instltution Disgatisfied pissatisfied Satisfied Ssatisfied Total
A T e 1 0 5 6 )
n | 0 1 6 22 ° 29
Al 4] 4] 4] 7 7
M - ‘ 0 o 1 0 0 0 k
. , Bl (0) . (0) (2) (7 (9)
| (o @ (© (9) ©)
‘fotal 0(0) ‘ 2(0) 6(2) 34(16) 42(18)

MO = 10

N({{‘E: Numbers 9ut81de parentheses are of retirees frum academic institutcions.
[MC Numbers inside parentheses are of retirees from business.
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I think it's a very good one as a matter of fact. It permits
a great deal of flexibility. If you feel aple and willing,
you can teach on td 70. If you don't feel you can-~for health
reasons or otherwise-~you can retire anytime between 65 and
70. - (A2-156, social science)

..As I say, it depends on the individual. In‘'my own case, I felt
it was very advantageous because it would allow me to do things
Jthat I couldn't do otherwise. Of course, every person has dif-
fexent'standards, and it wouldn't be right for everyone. I
think it's just another alternative in the retirement system that
gives people a little more freedom. (A3-2, sqience)’ .

For me it was an offer I coulédn't refuse, but I can understand
how many people couldn't accept it...You take some of the

' people on the clerical staff. _Say they make $15,000. Then
two years' salary spread out over four years isn't much of a
kicker. (B2-7, manager)

Most of the early retirees seemed tg .Le very realistic about, angd
sympathetic with, the reasons institutions have for lmolenentzng early

retirement prograns—-that is, to increa.? faculty turnaver, make room for
younger people who may be more energetic and ambitious, free uggggfiflons
for faculty %ith needed backgrounds or ‘'skills, get rid of some older people
who may be less productive; and, in some instances, to save costs by réblacing
higher paid, older faculty with lower paid, younger faculty. Tﬁe early
retirees also seemed to recognize the high costs of some early retirement

options, which the institutions must weigh against the benefits of these
programs. C -

The dean's attempt to get faculty to retire early to make
room at the bottom is a very solid plan, academically and
pragmatically. It is very good for the university.
(Al-1, science) '
I'm really surpriéed at how generous it is because I have
some fairly good ideas of how much this is costing the uni-~,
versity out of their academic budget...On the other hand, they
don't have to provide me with an office or cecretarial services.
(Al-4, science)

' .

I think it's a nice deal.: Of course, the fringe by-product .
is that other .people can £ind jobs. For instance, we've
increased the number of women in our depaxtment. A young
woman got my job, for example. (A2-4, social science)

It is kind of expensive for the university. If they can't

continue it, if it becomes too exgensive for them, I think
. they should drop the regular recirement age to 65...I know
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too many people who coast from 65 to 70. They get into a
very high salary bracket, which they don't want to give up,
but they lose their interest in research and in effective
teaching, even in their students.. (A2-13, profession)

I think the university financial arrangement is so exceed~
ingly generous that I wonder how they really can continue
with it. But I recognize that it is a benefit to loosening
up some plans-where the tenured faculty are very tight so

by having an early retirement program there are opportunities
for changeg to be made...I suppose some of the people who
are coming in to replace the retired faculty are at a lower
salary so it isn't all loss and no gain. (A2-35, profession)

It does have the advantage of substituting ?chnger people
more quickly, especially if some of the older faculty mem-
bers aren't so interested in being active in teaching any-
more...Getting younger people onto thebfaculty is important
because often they're the ones with new ideas and certainly
with more ambition. (A3-2,science)

There's the university aspect you haven't mentiqned. The
university profits by getting rid of us old guys. which
is realistic. Being able to replace professors who have
lost usefulness, saving.the big salaries, that's part of
the package of this thing. (A3-4, science)

a-'

It does cost them a lot of money. They actually only get
one-half of the salary savings back. The rest they- have to’
pay into the retirement system. Of course, they still get
the other half. I think this is a big advantage to the
university. Alse, I think an advantage to the university
is that, given the physiology of age, most people after 60
or 65 are just not as capable of doing prolonged or inten-
sive work as before. (A3-8, science)

I think a company can only offer as good an early retirement
program as its financial conditions permit. And my own Zfeel-
ing is that a company isn't obliged to keep you forever in
the style to which you've been accustomed. (Bl-3, manager)

It provides the company opportunity to move people through
the business and adjust their manpower resources. (B2-3,
minager)

I think the company must*have seen the advantages of making
early retirement attractive ir order to Iree up positions,
get rid of some older peopié, many of whom are not as produc-
tive as they once were...Although the company has done thesa
things which have benefited me, I think it has benefited the
company, too. (B2-9, manager)

122 149




ERIC

Aruitoxt provided by Eic:

We asked the interviewees whether, despite their general satisfac-
-tion, they felt any changes snould be nace in the provisions of the arrange-
ments or whether they thought any additional options should be oﬁferea.7
Not many réspon?eﬁts had scecific changes or altermatives to suggest. Also,
in most instances, the suggested changss were specific to particular tydes
of arrangements offered by one‘or more of the institutions. For example,
12 of the 29 retirees from institution A2 Zelt that the rule forbidding
gainful employment during the early retirement §eriod ought to be rescinded
or at least made more flexible. On the other hand, a number of the other
employees from institution A2 felt tne rule was quite reasonable, given

that the .early retirees in effect were still receiving university salaries.
; g

2

As another example, three of the nine vetirees from institution
B2, where the early retirement arrangement is a lump-sum severance payment
paid out over four years, wished they cculd have had the opt.on of spread-
out or deferred payments. Primarily, they were concermed that the payment
boosted them into a higher income tax bracket for the first four years of
retirement, but they also mentioned that the tremendous drép in income

after the fourth year couild be a problem.

Although inflat.on seemed to concerm a nunber of the early
retirees, only six recommended that Zull or partial cost-of-living

adjustments be added to the early retirement arrangements.

Five early retirees said they felt the special early retirement
onticn should be available to a wider range of people--that is, to those
in lower ace or years of service cohorts. Also, several of the responcents
from institution A2, where the mandatory retirement ige is 70, felt the
whole retirement system should be redesigned for mandatory retigement and
maximum benefits at agé 65. (Again, it should be noted that meny of the

>

other respondrnts would nct have agreed with them.)

is a group, .the early retirees were exzremely well satisfied with
the administrative handling cf their early retirements {Table §.29).
However, the respondents from institution A3 seemed to be genperally d&is-
satisfied. Thev ccmplained atout their inability to get adequate iniforma-
tion, the administrative stafi's obvious lack of k:owladge about the earl
retirement benefits, requirements ané procedures; rhe awkwardness of

*
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Table 6.29

SATISFACTION WITH ALMINISTRATIVE HANDLING

OF THE EARLY RETIREMENT ARRANGEMENT

¥

. Very . Very .
Institution pissatisfied Dissatisfied satisfied Satisfied Total
Al "0 0 2 ’ 4 6
A2 0 0 6 21 27
\ A3 1 3 1 2 7
N -
A 0 0 0 0 0
\\\ F
_
Bl (0) (1) (1) ¢ (7 ‘ (9)
- B2 (0) (0} (1), \7) (8)
Total 1(0) f3(1) 9(2) . 27(24) 40(17)
FpO = 13 )
NOTE: Numbers outside parentheses are of retirees from academic institutions.
- ~ Numbers inside parentheses are of retirees from business. *
O
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dealing with administrative staff at several levels--deparimental, campus-

wide, and central university; the awkwardness of dealing with two different

- - -
. systems--the retirement system and the academic structure; the profusion

of confusing written agreements to consider; delays in the 9rocessing‘of
‘retirement Dpapers; and disagreements or misuﬁde;standian ove£ internre-
tation not only of the individua} contracts but also of the university
poliéy. In contragt, the other retirees made a point of saying that the
opposite was true of their institutions--that is, the early retirements
were handled very smoothly, very routinely, with a minimum of paperwork and
algreat deal of concern that the retiree fully understand the agreement.
The programs at some of these institutions were just as naw as the program

at institution A3. - .

L)
1

Summary o

—l ey

-

Early retirement apparently has benefited the respondents in this
study. Almost all the early retirees are satisfied with their decision.
Moreover, a majority said they are happier now than they were before retire-

ment; and most said that retirement has had no negative effect on their

standard of living. Nearly all the early retirees are satisfied with the

way their retirements were handled. .

These interviews weren't designed to determine the bénefit of

early retirement to the institutions involved. However, some tentative
Y ;

conclusions regarding the academic institutions might be drawn f£rom the

1

following facts:

e 40% of the retiring academiics said they had lost interest
in or had-become dissatisfied with their work, or else
felt the pressures of working were too great;

e 21% had health problems or disabilities;

e 15% said they were dissatisfied with the qualicy of their
own periormance; and )

e 12% said they were dissatisfied with or could rot adapt
to the changing administration or academic Zocus oI their
departments or universities.

148

125

I




x . - .

- - -
.
v

e Overall, 56% of the atademics mentioned at least ong of '

-

. .+ these reasons for retiring early, any one‘of which could’
“have an adverse effect oh a facully member's productivity ; -
. and effectiveness. : . . .

- . Lo
. . ] .
- -

Although other factors (Such as cost) must be weighed when ;
. assessing the benefits of early retirement programs to a university, it -
is clear that early retirement at least may benefit the university by .

providing some disaffected or less effective faculty a qradéful exit. ¢

3
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- » TOOTNOTES

¥Carl Vernon Patton. “Early Retirement in Academia: Making the Decision.”
The Gerontoloaist,'Vol. 17, No. 4, 1977. » .

- ‘
hnd +

Z"Years of service" as used in this chapter is not synonymous with "years

of service créditable to retirement." Rather, it means the number of
years of emplovment with the institution providing the early retirement
benefits. ’

.
‘3 *

’in this vein, eight of the respondents from institution A3 were asked
during a-preliminary study whether they had planned to rsture when they
did, or had retired sooner or later than they had originally planned.
Six out of seven respondents to this question said they retired sooner
thar. they had planned. '

4Note that this was an open-ended, rather than multiple-choice cuestion.
Individual respondents mentioned anywhere from one to £ive reasons for
retiring early. A maximum of three responses per respondent were
included in the analysis in order to eliminate minor reasons for retiring.
This had minimal effect on the rank order of the reasons across respondents.

5 . s . .
Note that this was an open-ended, rather than multiple-choice, question.
Also, there was no double-counting across categories.

eﬁo be classifed as employment, an activicy must have been remunerated with

more than a token honorarium or paid expenses. A "full-time" activity
myst have been scheduled for five full days per week every weex &nd must
haqe continued for 30 days or more. A "part-time" activity, although

\ it presumes less than fivgkdays ner week, must alsc have beer weekly and
must also‘have continued  for 3C days or more. "Insermitient/short-term"
activities include all those which were not weekly or were less than 30
days in lengtn. They also include all special projects and ad hoc tasks,
whether or not they meet the other fyll-time and part-time activity
criteria. There is no do _%S-counting in ‘the employmen% tables. Instead,
"gull-time" subsumes persong who had worked both full-time ané in one of
the other categories, and tlart-time" subsumes those who had worked botl
part-time and on intermitfent, short-term tasks.

e

2
5

7Note that this was an open-erded, rather than multiple-choice, question.
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7. LEGAL QUESTIONS CONCERNING EARLY RETIREMENT*

In recent years there has been new federal legislation covering
retirement plans. Th*s legislation and subseguent court decisions have
affected the activ1t1es encompassed by retirement plans and practices.
Because of, and in spite of, these occurrences, there is an area. of
ambiguity surrounding legal issues in retirement as they pertain %o
institutions of higher .education. Public and private institutions are

differently affected by the existing legislation, and the subject is

tions about the applicability .of soec1f1c orov151ons of the law to specific
programs and dnstitutions. Nevertheless we will attempt to describe the
present state nf affairs as it applies o colleges and unlver51t1es, as
well as to point out some possible future developments.

Funding Recuirements and Tax Implications

The term "retirement plans," for our present purposes, includes
pension plans as defined and covered by the Employee Retirement Income
Security Act of 1974 (ERISA), and other retirement plans not covered by
ERISA. It is the latter category in which we are primarily 1nterested
since in them, supplemental plans can be incorporated to make early retire-
ment more attractive to certain employees. To put such supplemental. plans
in perspectlve, however, some discussion of oen51dn ‘wlans covered by ERISA
and the tax implications of qualification of plans by the Internal Revinue P
. R

Service is essential. .

H

Pension plans covered by ERISA

The Employee Retirement Income Security Act of 1974 (ERISA) defines
the terms "employee pernsion beneflt plan" ané "pension plan" to mean vany
plan, fund or program . . . establlshed or maintained by an employer or by
an employee orgepization, or by both, to the extent that by its express
terms or as a result of surrounding circumstances such plan, Zuad, or

program . . . provides retirement income :to emplovees or results in a

*
This chapter was written by Robert Lake.

128 .

151 ‘ )




ERI

Aruitoxt provided by Eic:

f

deferral of income bv employees for periods extending to the termination
.
of employment or beyond, regardless of the method of calculating the benefits

under the plan or the method of distributing benefits from the plan."l

Qualified pension plans. Pension plans that meet Internal

Revenue Service requirements for the tax advantages described below are

known as "qualified" plans.

First, liberal amounts contributed by. an employer to a qualified
plan are deductible on the employer's income tax retu;n: for that year,
just as the employe; gets a comparable deductigp for other types of
compensation paid-to’;mployees. But where a gqualified plan is concerned,
the_employer gets the dgduction currently dgspite the fact that the employee
may‘receive no benefits from the plan that year. Thus the employer may
accumulate a fund for employees, and at the same time suffer no current

tax disadvantage.

Second, the employees under the plan are not taxed while their
benefit funds are accu;ﬁlating. They are taxed only on benefits when the
funds are actually received or made available. IZ received on retirement
or termination of employment, a large amount may be tax«able not at current
income tax rates but at the lower long-texm éapital gains rates. That
portion not eligible for capital gains treatment may qualify for l0-vear

forward ingome averaging.

Third, on death, the amount credited to an employee's account
under the plan can pass to a beneficiary (other than an estata) free of
estate tax, to the extent attribufable to employer contribﬁtions. And the
first $5,000 of the death benefit from a deceased emplovee's account
(attributabie to emplover contribupions) caA go to his beneficiary freg of

income tax. OF course, the employee's contributions are recovered tax-free.

Fourth, an employee with a vested: interest in a qualified plan
usually need not pay any Ggift tax when the emplovee irrevocably designates
a beneficiary to receive payhents at the emplovee's death, tc the extent

the survivorship interest s attributable to employer contributions.

The basic requirsments for pension plan gualification were

generally not conceptually alterad by ERISA. The terms of the plan must ze
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set forth in a written document. The oplan must be intended as permanent
and continuing. The assets of the plan sponsor (employer or employee
organization) must be kept separate and protected so that the plan is
opérated for the exclusive benefit of the participants and beneficiaries.
The plan must benefit employees in geqfral and not merely a limited number
of favored employees. A qualified pension plan may not discriminate in
favor of officers, shareholders, and highly compensated employees as to
coverage, contributions, or benefits. ERISA has enlargéd the participation ¢
and vesting rcquirem$nts in order to foster the accrual and preservation of
henefits for all classes of actual and potential plan participants. The

plan must provide definitely determinable benefits.

Nén-qualified pension plans. Most pension plans that do not meet

IRS requirements for gqualified plans were nevertheless séverely affected by
the passage of ERISA in 1974. 1In contrast to Title II which amends the

Tnternal Revenue Code of 1954 relating primarily to gualified pension plans,
Title I applies to most employee pension and welfare penefit plans, whether

qualified or not, established or maintained by employers engaged in dinter-

state commerce or by employee organizations representing employees engaged
in interstate commerce.2 Title I, known as the Labor regulatory provisions,
is.concerned with the protection of employee penefit rights, and therefore
contains provisions pertaining to participation, vesting, funding, reporting,
disclosure, fiduciary responsibility, and enforcement of rights. In many
respects these provisions are essentially the samé as the IRS requirements
for pension-plan qualification. Thus, except for the procedures involved
and the subjection to scrutiny "inherent" in the tax advantages of "qualified"
status, the regulation of qualified and non-qualified pension dlans covered
by ERISA randates appears to be identical. Actually, the Labor Department
has provided very little guidance on coverage of non-qualified plans under
ERISA. Noting that many non-qualifiéd plans are covered by Title I of
ERISA, William D. Chadwick, Administrator of Pensio? and Welfare Benefit
Plans for fhe Department, toid an American Law institute--American Bar
Association meeting in October, 1976, that non-gualified plans are ?robably

the most &ifficult type of plan to define.
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.An employer gets no deduction for a contribution to a non-gualified

plan until the employee includes that contribution in his gross income.

Gemerally, the employee need not raport the inccme on his tax return until

his right to the money is ncnforZeitable. The benefits will be deemed

forfeitable if the employee must continue on the job to receive them.

ERISA Sec 3(36) defines the term "excess benefit plan" as a plan

maintained by an employer solely for the purpose of providing b§nefits for

certain employees in excess of limitation on contributions and benefits
imposed by Section 415 of the Incernal Revenue Code of 1954 on plans to

which that section applies, without regard to whether the plan is funded.3
Funded excess benefit plans are subject to ERISA, but are quite rare.
Unfunded excess benefit plans are excluded from ERISA coverage on the

grounds that employees who benefit f£rom such plans need little, iZ any,
protection by the law; because the plans are unfunded there are few fiduciary

problems.

There are many occasions where a non-qualified funded excess
benefits plan will £it in with the employer's policies. He can pick and
choose the benefits and the employees to benefit; he can supplement the
benefits of a gualified plan for handpicked employees; he need not treat
all emplovees alike, always keeping in mind that only employees may benefit.
Non-qualified arrangements can be made particularly attractive, especially
if the employer is willing to forego téx deductions in order to defer
employee liability to taxation until such time as the emplovee receives

benefits under the arrangement.

As an alternztive to the establishment of a trust, an emplover may
finance a funded excess benefits plan by the purchase of an insurance con-
tract to provide assurance that the payment will be made. The proceeds are
not made payable to the employee; they are paid to the employer. The
employer doesn't get a deduction for the premiﬁms paid but the proceseds are
non-taxable to it when received and a deductign is available for the amounts
paid qut'to the smplovee. The employee realizes no immed:ate inccme by
reason of the insurance colicy:; the payments axe, 0 course, =axed =9 the

employer as ccmpensation income.
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Annuity plans for tax~exempt institutions. Qualification or

non-qualification of pension plans becomes less important for many colleges
and universities which qualify as tax-exempt institutions under Section
501 (c) (3) of the Internal Revenue Code. According to +the Code, exemption

«

from federal income tax is available for: -~

Corporation, and any community chest, fund or foundation,

organized an operated exclusively for . . . educational
purposes, . . . no part of the earnings of which inures
~ to the benefit of any private shareholder or individual,

no substantial part of the activities of which is carrying

on propaganda, or otherwise attempting to influence

legislation, and which does not participate in (including

the publication or distributing of statement), any political

campaign on behalf of any candidate for public office.

Under Section 403(b) of the Code employees of such tax-exempt
educational institutions are eligible to exclude from their current gross
income amounts paid by their employer toward the purchase of an annuity or
into a custodial account. The amounts so contributed are taxable to the
employexs only when received by the emplovees. The empl.yees' rights must
be nonforfeitable and the annuity must not be subject to the provisions of
Section 403(a) of the Code relating to gqualified annuity plans. If two or
more annuities are established under Section 403(b) for one employee, they
will be treated as one contract. A contract purchased under Section 403(b)

may include provisions for life insurance, but only if the life irisurance

protection is merely incidental.

Previous law required the purchase of an annuity contract from an
insurance company. Hcwever, ERISA permits amounts contributed to be held
in a custodial account and invested in the stock of regulated investment

companies (as in a mutual fun<).

The yearly contributions which may be excluded from the employees
gross income must not exceed his "exclusion allowance." The exclusion
»1lowance is equal to 20% of the employee's includable annual compensation
multiplied by his years of service, and reduced by the amounts which were
contributed by the employer in previous years. However, ERISA acded a new
Section 415 to the Internal Revenue Code which sets some overail limits on

contributicons and benefits for cualified plans but provides relief for
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Section 403(b) plans by means of three alternate "catch-up" provisions
which allow higher contributions in later years to "catch up" for lower
contributions in earlier years of emplovment. Excess contributions to a
Section 403(b) annuity, akove th; exclusion allowauce or the alternative
"catch-up" provisions, will not disgualify the plan. But the excess will
reduce “he exclusion allowance and force the employes to include such
excess in nis gross income. An excess contribution to a Section 4C3(b)
cuétodial account will be subject to a 6% tax on overfunding uncil the

excess is eliminated.

While it is not our purgose to discuss this tax-sheltered annuity
plan in detail, some significant tax benefits are available which should be
considered by any tax-exempt educational institution in its retirement

income program for employees.

Retirement plans not covered by ERISA

Two categories of employee venefit plans excepted from ERISA
coverage are "gqvernmental" plans and unfunded "excess benefit" plans.
Also, there are various other lump-sum and annuity arrangements which are
used to supplement early retirement income and which are not covered by

ERISA.

Governmental plans. Plans established or maintained by the

rederal Government, or by the goverament of any state or political subdivi-

sion thereof, or by any agency or instrumentality of either, for its
employees, are exempt by the provisions of ERISA. Thus any governmental
educational institution is free of ERISA regulation Yith respect to its
employee benefit plans, at present. It should be noteé that there have
been some pressures on and in the Congress to make public employee retire-
ment systems subject to federal regulation. Aalthough some public employee
retirement systems have been gualified (or coﬂsidered gualified) by IRS,

most are technically non-gualified.
’ ”~
Supplemental plans. The development of supglemental ratiremenc

income plans in colleges and universities has shcwn considerable imagination.
dethods used to achieve benef:ts ané other objectives have varied consicder-

-

ably from institution <o institution. The tailoring of supplamental clans
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,to individual and unique institutional needs has made consideration of

ERISA coverage on these plans very complicated. ’

. Grgtuitous payments to pre-ZRISA retirees. Prior to the enactment
of ERISA, September 2, 1974, many employers, some institutional, sypplemented
the income of retired employees by voluntarily making extra payments to them.
The purpose of some such payments was to counter the impact of Enflation on
pensions which had been fixed when the employeesrretired.. Under Department
of Labor regulations4 such payments do not constitute a pension plan, and

Y
are therefore exempt from ERISA regulations, if:

a e payments are made out of the general assets of the
employer; . ’

-

e payments are made only to employees who were separated
. from the sexvice of the employer prior to September 2,
1974;

e payments to such employees commenced prior tg September
2, 1974; and ) >

e each former employee receiving such payments is notified
annually that the payments are gratuitous and do not

. constitute a pension plan.

Obviously, such gratuitous payments have no application for any

employee who separated from employment on or after September 2, 1974.

Severance and supplemental payments. In April, 1976, the

Department of Labor announced that its regulations were being revised to
expand the definition of severance and supplemental payments to retirees
that will riot be considered as pension plans covered by ERISA. The changes

were made in response to negative reactions to the previous rules which

-were motivating employers to discontinue many severxance and supplemental

payments because they were subject to ERISA participation, vesting, funding,

fiduciary responsibility, and reporting and disclosure standards.

Wwith respect to supplemental payments not covered by ERISA, the
Department indicated its intention to extend the cut-ofI date from
September 2, 1974, to permit supplemental payments outsice a pension plan
for persons who retire before the end of 1976. The payments must come from

the employer's general assets and not be part of an employee benefit plan.
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ment. The payments cannot be granted for more than one year a2t a time and-
there mus: be no legal obl.igation to make the payments. All recipients

Supplemental payments cannot be communicated to an employee before retire-
must be informed of these conditions in writing.
|

The Department intended; at the time. of the. apnouncement, that .. . ..
the definition of severance pay not covered by ERISA would be expanded to"
include payments made apon separation from service which do not exceed two
years final annual compensation, or extend for a period of mcre than 12
months beyond normal retirement. or elected early retirement. The payments
must come from the employer's géneral assets and be identified as severance

pay rather than a penéion. ' ;
No such revised regulations have been seen, arnd the status of
|

these poliries is dubious.

Unfunded excess benefit plans. The question of whether an excess

benefit plan (as defined above) is funded involves a number of factors,
the most important of which is whether edployee (s) under the plan have
preferred- status. If benefits are guaranteed or if an employee has 2a

direct interest in an annuity or insurance contract, the plan might be

considered to be funded, ané subisét to ‘ERISA.

Nevertheless, many unfunded excess benefit plans existvand serve
the purpose for which they are intended, without regulation by ERISA, or by
agencies administering ERISA. Such plans are used with or without contractual
obligations. Typically, an employer agrees to pay out of curren% general
.assets the difference between a pension benefit from early or-‘normal
retirement (plus sometimes Social Security} and some stated level of
benefit objective. The payments become taxable inccme to the retiree when

he receives_ them.

Legal Aspects of aAge Diccrimination

The Age Discrimination in Emplovment Act of 1967

The Age Discrimination in EZmployment Act of 1967 (Public Law $0-202)

prohibits virtually any form of discrimination because of age in hiring,

13
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discharge, compensation,hfe:ms and conditions of employment, employment
referral, or advertising. Coverage is explicitly limited to persons who
are 40 to 65 years old. The aAct applies to employers with 20 or more

employees encaged in an industry affecting commerce, to employment agencies,

and to labor organizations. The temm “"employers" includes state and local

P i

T

governments and governmental agencies. The Act is enforced by the Secretary
of Labor, who can conduct investigations, issue rules and regulations in
administration of the law, and bring legal proceedings when voluntary

compliance cannot be obtained.

A case broucht under the Age Discrimination in Employment Act usually
alleges a discretionary pattern which, if acEepted by the court, shifts the
burden of proof to the defendant to justify the barticular practice involved
by demonstrating that it is not prejudicial. For ;ﬁémple,'in the case of

Schulz v. Hickok, 358 F. Supp. 1208 (N.D.C. 1973), a 56-year-old district

sales manager was one of seven sfuch managers discharged by Hickok during an
18 month peéiod. During this period ihe average age of all district sales
’managers declined from 53 to 40. Hickok contended that it was attempting

to revitalize its management and that the sales manager was only an average
producer. The court held that a prima facie case {one which can ke overcome
only by contrary evidence) had been established. The sales manager was
awarded damages and reinstated. In Wilson V. Kraftco Corp., 501 F. 24 84
(sth cir 1974), the fact that a 62-year-old employee who was not incompetent
had been replaced by one aged 50 was found sufficient to establish a prima
facie case. The court found that a prima facie case is established when the

plaintiff shows:
e membership within the protected class;
e involuntary retirement;
e apparently satisfactory job performance; and
¢ replacement by a younger person.

One appellate court recently held that an emplovee may recover even
if only one among several factors in rhe decision to discharge was relat3:d
to age discrimination (Laugeson V. Anaconda Co., 510 F. 248 307, éth Cir

1975). However, even more recently, a federal district court held that

PAruiitex: provided by ERiC it
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age bias, unlike race or sex discrimination charges, racuires that the
Y
complainant prove that age was the determining factor in the emplover's

action, not simply one of many Zfactors considered. The employer had found .

it necessary to reduce hiswork force and therafore induced two foremen ia
their late fiSties to retire early. The foremen claimed age discrimination

and contended that the employer saved money DYy discharging them instead of
younger workers since they earned higher pay and would be in iine for higher
pension benefits if they remained on the job and retired at an older age.

The court observed that the Age Discrimination in Employment Act "was never
intended to be a panacea for ali older workers terminated or not offered
employment by an employer." The court said, "Both the legislative histoxy

and the Department of Labor regulations tend to support the proposition that
higher labor costs assoc;ated with the employment of older employees constitute
'vreasonable factors other than age' that an employer can consider when £faced
with possible termination of an oldex emplpyee" (Mastie, et al. v. Great

Lakes Steel Corp., U.S.D.C. E. Mich., No. 38681, December 20, 1976) . '

It is clear that an employer cannot discharge an employee singly
because of his age. Pursuant to a consent decree between the Department of
Labor and the Standaré 0il Company of california, a2 subsidiary of Standazd
0il paid approximﬁtely $2,000,000 to 180 Zormer employees who were dischaxged
simply because of their age (5.S.D.L. 74-248, May 15, 1974). 3ut an
exception in the Act permits differentiation based on "reasonable factors
other than age", as in the Mastie case above. William Hamblin suggests in
a recen:t paper that'an employer may be able to overcome an initial statistical
demonstration stggesting discrimination if he is able to substantiate the
existence and use of objective evaldative criteria and thereby cualify for
this exception.S Tn educational institutions, as in other orcganizationms,
higher salaries are generally paid to older, more experienced, persons.
However, it would seem prudent aot o rely solely on the proposition that
higher lakor costs constitute reasonable factors other than age; objective
evaluative criteria should »e ntilized. But as a further c=veat, Hamblin
cautions that "iZ an ecucational institution should suddenty tighuen up its
standards, and it can be shown that one important factor was financial (as

related to vears of serwvice), then a faculty memker who is being dismissed

’ 1237 *
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and who is within the age range covered by the act may be able to successéully

LI

: : - . 6
allege a viclation constituting age discrimination.™ ‘

[N
s

2 more reliable, though still risky, exception o the Age Discrimina-
tion in Employment Act provides for differentiation in order Lo opsexrve the
terms of-a bona-fide seniority system or benefit plan. &2n *nterpretive wegula-

tion of the Department of Labor seems to authorize anolun»a*v early retirement

- irrespective of age if the retirement is pursuant to an acceptable overall

plan. Many courts have found involuntary retirement programs unacceptable
for other reasons. But in 1976 the federal district court for Hawaii took
the position that the Hawaiian Telephone Company could force emoloyees to
retire early because the possibility of such action was part of the terms
of a bona-fide retirement plan and because the plan wouléd provide involuntary
retirees with "substantial benefits." The court cited@ the exception in the
Act which provides that. it shall not be unlawful for an employer to observe
the terms of any bona-fide employee benefit plan which is not a subterfuge
to evade the purposes of the law. The court rejected éhe_telephone company's
reliance upon Brennan v. Taft Broadcasting E;., 500 7. 24. 212, a 1974 decision
in which the Fifth Circuit Court of Appeals has held that any bona-£ide plan
in effect prior to the Age Discrimination in Employment Act was automatically
not a "subterfuge." The District Courf for Hawaii said all bona-fide plans
in effect prior to the Act were not automatically ."grandfathered." A couxt
must still look to see whether a plan, as applied, does discriminate. The
court decided that the word "subterfuge" as used in the Act is applicable
only if the employer "uses a retirement plan as a subterfuge to retire an
emnloyee without the payment of substantial benefits." The court concluded
that the S120,000 received by the eight retirees in the short t.me between
retirement and the court action constituted substantial benefits (Dunlop v.
Hawaiian Telephone Co., 415 F. Supp. 380, U.S.D.C., Hawaii, No. 75-293
June 23, 1976). '

New York City's plan to avoid discharging younger workers by compei-
ling older workers to retire before the normal retirement age of 65 was ruled
unlawful by the Labor Department, even though the workers' recirement income
would have egualleé their job pay (U.S. Labor Dept. Asst. Regional Director's
letter to Mayor of New York, December 13, 1974). “hile an employer can recuire

an employee to retire before age 65 in accordance with a bona-fide retirement
Y
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plan, the employer cannot require an emplovee

plan to retire before age 65 (3renran

7. Tafz

One emplover prorosed to change his

who is not covered by the

Broadcasting Co.).

. (- ~
pension plan to rermit involun-

tary retirement at the discretion of management. The Labor Department said it

would "have reservations about the bona-fides of a plan that -does not by

its provisions spell out its conditionms and limitations and instead is

governed by an undefined policy entirely within the discretion of the

emp}oyer." In such a case the actual operation of the planvdould have to

be examined to see if the law is being vioclated (Wage-Hour Div., Sp. Op.,

Wlt-289, October 10, 1974).

>

-
{

R

It is quite,obvious from the cases briefly described above that

the courts ard agencies have interpreted these two exceptions to the Age
b /

Discrimination in Employment act in very diverse and very narrow terns.

Reliance upon any one case as justification for a particular involuatary

retirement plan is risky. It will nevertheless be possible to provide

imaginative benefit programs which will encourage emplovees to retire early

voluntarily.

Constitutional cuarantees

N

In addition to the Age Discrimination in Employment Act, Some

protection against involuntary ret-irement has been afforded by the couxts’

through application of the "due process" and "egual protection" clauses of

the Fourteenth amendment and the "due prccess" clause of the Fifth Amendment

i
to the Constitution. The Fourteenth Amencment limits the power of a state

to pestrict or deny certain individual

No state shall make or enfor
the privileges or immunities

liberty, or progerty without
of the laws.

In order o invoke thesé

[13)

state (goveramental) action is involved.

rights:

ce any 1

aw which shall abridge

£ citizens of the United
States; nor shall any State’ddprive eny person of life,

e process of law; nor deny
£o any person within its jurisdiction the equal protection

warantees, the complainant must show that scme

Obviously, faculty xzembers o=

state educational institutions could show state action. ~Faculty memsexs at

private educational institutions would need £o show scme public service

. 13

9
62




E

»

T R I

- 14

»

. [y

such as pe-formance of studies under government grants, or the provision of
certain training which the state might otherwise be reguired to prg;ide, in
order to assert a cause of ac*lon under the Amendments. In the 1974 case
of Roberts v. Catholic University of America, the United States Dls.rlct
court for the District of Columbia found a professor who was forced to
retire at 65, under a plan in which he was- a pazticipanéﬁ unable to maintain
an action for breach of contract against the employer university, in part
because tnere was insufficient Federal Government involvement in the operation
of the unive¥rsity *o provide the employee professcr with the basis to c¢laim
rights provided by the Constitution. The court relied upon an earlieri
ruling holding that there must be an influence on policy or decision making,

rather than financial or tax aid, to amount to governmental involvement.

Most of the cases stressing a due process argument are based on the
alleged unconstitutionality of an “irrebuttable presumption" that employees
are incapable of working broductively beyond a certain mandatory retirement
age. - There is some support for the thesis that age discrimination in
employment involves a "fundamental" right. But the Supreme Court has thus
far avoided consideration of the substantive issues involved in mandatory

retirement laws }53 provisions .

Equal protection arguments relating to age discrimination may be
heaxrd if-the particular court involved decides that ags should be designated
as a "suspect class 'This term has been nsed to describe classifications
such as race and natlonal origin.which are considered inherently suspect
for discrim.natory purposes. The Supreme Couxt has incicated the texm to
involve "an immutable characteristic determifhed solely by the accident of
bi*th“ which "frequently bears no relationship to ability to perform or
contrlbute to soc*ety "and age d.stlnctlons may "have the effect of
invidiously xelegatlng the entire class .+ . to inferior legal status
without regard to the actual capabilities of its 1nd1v1dual menbers"

(Frontiéro v. Richardson, 93 S. Ct 1964, 1973).

If,the Court desigqg;es age as a "sqspecs class,” it will apply a
"strict scrutiny™ test of“EEZ challenged law or regulation in the case %o
determine Whether there has been a violation of the ecual protection clause.
The legislative or regulatory matter under scrutiny would have to withstand

a "compélling state intersst" characteristic (e.g., involving public health
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or safety as opposed to economic or administrative considerations) in oxder
to be sustained. If the Court does not designats age as 'suspect,” *he test
of discrimination rever-s to examination of whether the law or regulation
has a "rational basis." E?e "rational basis" test essentially means that thb
court notes whether the purzoses of the legislative or regulatory mattex

! .
are legitimate ard whether the means to achieve its purgose ars2 reasonably

related to the ends being sought. > )
§

3

In mid-1976, the Supreme Court upheld the validity of a Massachusetts
statute requiring retirement of uniformed stace police officers at age 50,
and stated that the statute does not vioclate the equal profection clause .
of the Constitution. The Court found no need to subject the statute to
strict scrutinv because the class (uniformed state policg officers over 50)
neither has a fundamental xright to public employment nor ogérates to the
disadvantage of a suspect class. The Court said:

...while the treatment of the aged in this Nation has not

been wholly free of discrimination, such versons, unlike

say, those who have been discriminated against on the basis

of race or national origin, have not experienced a. history

of purposeful unegual treatment or been subjected to unicue

disabilities on the basis of stereotyped characteristics
not indicative of their abilities.

The Court applied the "rational basis" and found the statute rationally
related to Massachuset:ss' opjective of protecting the public by assuring
the physical preparedness of its state police force (Massachusetts Board

of Retirement et al. v. Murgia, S. Ct. No. 74-1044, June 25, 1976).

Interestingly enough, ané closer to the in;tant study, in early 1976
the Hawaiian Supreme Court found the University of Hawaii retirement priicy
unconstitutional when subjected to a ‘s rict scrutiny" test. A college
professor was hired by a branch of the university when he was 55, obtained
tenure after three years, and upon reaching age 65 in 1972 was denied
ccnﬁinued employment. The retirement oolicy adogyed oy the Board of Regents
permits a yerscn over 85 to continue appointment on the Zaculty if "it is
demonstrated that his services are needed by the university and that he is
zmore competent for tﬁe nosition than afv other serson available." Such
appointment is -renewable annually but not buvond age 70. The professor
was recommended by his depar:méné colleagues for ccntinued employment

X
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after they screened 45 apolxcants and found the professor more comnetent

But the chancellor denlec the reappointment on the bas;s that a *eo;acemﬂnt

was available. The professor sued and the district court founé that although

age ceilings for retirement are not prchibited per se under equal protection

analysis, the mandatory retirement pollcy in guestion could not withstand

strict judicial scrutiny in light of the »fundamental right to public
. employment." The court noted the similarity to the Massachusetts Board v
of Retirement v. Muryia case, which was then pending Supreme Court review,
but found the professor's case easier to decide since the Hawaiian legislature
(in the context of employment) had declared age to be an inherently invidious
classification (a suspect class) along with race, sex, colcr, ancestry,

physical handicap, marital status, Or «rrest OIr court record. The court

rejected the university's arguments that the reappointment procedure is a

: proper means of preserving the state's funds by paying lower salarzes to

- younge “less exoerlenced, persons, or that it is a “means of bulldlng morale
among the younger faculty members. The court said the “1nev1tablg
relationship" between age and the ability to perform work dié not Sustify
the university's action (Nelson v. Miwa, et al., Hawaii, No. 5560,

February 24, 1976). ‘
gggclu51og

Although the emphasis in this prief discussion of the due process
and egqual protection arguments has been on mandatory rétirement legislation
and regulation, whereas the instant study is concerned with discretionary
early retirement and perhaps involuntary early retirement, the state of
the common law is not confined to any fact.Sitﬁation. In some cases the
rlgldlty of statutes is under attack by complainants; in other cases the
discretionary authority of administrators is in gquestion. Little more can
be said than that educational institutions must exercise extreme care in
>-nduc.ng early retirement of ‘acu’gy membe*s ané the institutions should
obtain whatever assurzances and security can be obtained so that early

retirement actions o not generate litigants. ' ]
\
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FOOTNGTES

1. ERISA Sec. 3(2).

2. The term "commexce" means trade trasfic, commerce, transgortation, ER&SA
Sec. 3{1l) or communication between any state and any place outside the
state.

3. A p%an is funded if funds have been placed in trust or otherwise put
beyond the reach of the employer in order to assure that the means to
pay accrued benefits will be available. & plan is unfunded if no funds
are put aside to pay obligations made to orospective beneficiaries and
it is understood that payments to be made will be funded at the time of
the payments. i

4. Regulation 29 CFR Section 2510.3-2(e), (Federal Register for August 15, 1975,
Vol. 40, No. 159). ‘

5. William #. Hamblin, "Mandatory Retirement and bismissal in Institutions
of Higher Education--Legal Considerations Related to Age Discriminati@n," ;
mimeographed (Los Angeles: University of Southern California, Cffice of I
Institutional Studies, 1976) p. 6. : ]

6. William Zamblin, p. 2.
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8. FISCAL IMPLICATIONS OF EARLY PETIREMENT ALTERNATIVES

when the academic institutions we have studied £irst discussed
ané considered adopting incentive early retirement plans, some of them
overestimated their expected savings. Their overestimations derived from
several misapprehensions. These included (1) underestimating thé supple-
mental payment that wou d have to be made, either by omitting necessary
components or by simply miscalculating it, (2) assuming that an employee
who would be retired early would not need to be’replaced, but later finding
that the pqsition would have <o be refilled, (3) underestimating the salary
that would have to be paid a replacemént employee, and (4) failing to include

+~he cost of recruiting the new employee in the cost estimation.

An institution seriously considering an incentive early retire-
‘ment scheme must carry out a set of computations with data for its faculty

at the same time it is defining the components of its early retirement op-

+ion. Ir this way, the costs and beneZfits of various options can bz seen

and ‘can be used-by the institution in making a numbexr oI key decistons— " T T T
For example, the institution must decide how large a supplement is required
to encourage an employee to retire early--that is, must 100% of salaxy be
paid the employee, or will 75% encourage him or her to retire early?

What will this cost? The institution must also decide whether cost-
of-living adjustments must be provided. What will they cost? Will the
supplement be geared to the particular employee's salary, or might the
supplement be related to the median salary of one's age and service cohort?
These factors must be sexiously considered by the institution while it is

devising an alternative.

An institution must not assume that since an alternative worked
for another college or university that it will work for it. Furthermore,
an institution must not use cost figures produced for another institution.
The costs and benefits for a particular instituticn depend upon the salary
being paid the potential early retiree, upon either the number of years
sexvice credit (for persons in defined benefit plans) oxr the amount of
funds éccumulated in the potential early retiree's pension accoant (for

persons in defined contribution plans), upon expected salary increases,
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Tllustration of Cost Calculations

.
In order to illustrate the factors an institution should consider
in examining the fiscal implications of an early retirement scheme, we have
oroduced a set of cost calculdations for several possible early retirement
options, using data drawn from one of our case institutions. These examples
illustrate the case wnere a sugplemental payment and/or the price of a
supplemental annuity is paid over a several-year period. A lump-sum rayment,
if made from general revenues during one year, would be financed in a dif-

ferent manner.

Wwe will show several of the options discussed in Chapter 1,

summarized as follows. Ootion l--Full-Salary Annuity. A person who retires

early begins to draw his regular early retirement annuity and also is paid
the difference between his early annuity and his former salary. " Further; -
the institution purchases a supplemental annuity to ¢o into effect at the

mandatory retirement age--thus assuring the early reotiree an income at that

W
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time equal tc his projected mandatory age annuity, assuming a 2% per year

real salary increase. This is Alternative 1 in Chapter 1.

"

Option 2--Individual-Based Annuity. The supplament to the regu-

lar early retirement annaity, both before and after the mandatory retire-
‘ment age, is related to the retiree's projected mandatory recirement bene-
£its. The supplement is designed to provide him a total retirement annuity
equal to the annuity he would have received had he remained employed until
the mandatory retirement age and had he received a 2% per year real salary

increase. This is Alternative 3 in Chapter 1.

Option 3--Group-Based Annuity. Wirh this option, the supplewent

is equal to the difference 2etween the retiree's own early retirement annuity

and the median madddtory age annuity for his age and service group, assuming

a 2% per vear real salary increase for each person. This is Altexnative 4

in Chapter 1. - S- - e

Option 4--Individual-Based annuisy with Par=ial EZmployment. In

this case the early retire: is gprovided a part-time position uatil he

reaches the mandatory retirement age, at wnich a supplemental

annuity purchased by the iastitution begins to efiect. The amount

of part-time compensation is either 49% of the retiree's Zormer salary or

143 -
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the difference between the retiree's projected mandatory age annuity &nd
his early retirement annuity--whichever is lower. The supplemental annuity
which takes effect at the mandatory age is designed so that, together with
the retiree's early retirement annuity, it will equal his projected
mandatory age annuity, again assuming a 2% per year real salary increase.

This is Alternative S in Chapter 1.

Ootions § and 6--Centinued Annuity Payments. These are two

options where the early retiree defers all ¢f his retirement benefits un-
til the mandatory retirement age. Between the time he retires early and
the time he reaches the mandatory retirement age, the institution either

continues payments to his annuity fund or purchases him a supplemental

annuity. Thus, at the mandatory retirement age, his total annuity is
equal to what he would have received had he remained working and had he
received a 2% per year real salary increase. However, batween the time
he retires early and the time he reaches the mandatorf age, he receives
no benefits at all. These two options are variations on Alternative 7 in
Chapter 1.

In order to estimate the costs and benefits of the early retirement
alternative, both mandatory age annuity benefits and early retirement
annuity benefits were calculated for the potential retirees. For each age-
service cohort the present mean salary was converted to an expected salary
at age 67 by increasing it by 2% per year (assuming that 2% represents the
average annual real salary increase)l from now until that age-service
cohort reaches-age 67. Thé single life annuity (SLA) that would be received
if the employee retired at age 67 is calculated from the benefits schedule
of onz of our case institutions, as is the SLA that Qould be received if

the employee retired a% present.

Also calculated is the difference between the annuity received
by the early xetiree and that whicn he would have received had he delayed
retirement until age 67. That figure is the Supplemental SLA (SSLA)
required to bring an early retiree's pension up to the level of that
received by a person who waits to r tire at age 67. The total value
of the SSLA is determined from the actuarial table. The present value

of *he SSIA is found by discounting at 6%. Since it is desirable td
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purchase the supplemental annuity on a level basis (the same dollar pay-
ment during each year until the employee reaches age 67), the level annual
cost of the SSLA is calculated by dividing the present vq}ue of the SSLA

by its annuity value (a factor related to the time period during which the

annuity will be purchased).

To calculate the costs of the group-based early annuity, each
age-service cohort is divided into three subgroups representing the high-
third, middle-third, and low-third wage earners. Then the value of the
_SSLA for members of each suLgjroup is calculated but is based upon the median

salary for the entire age-service cohort.

The results of these calculations provide the basis for the cost
analysis. For each alternative we determined: (1) the yearly supplement
required to meet the salary objectives of the alternative, {(2) the total
cost per year required to retire an average employee, (3) the balance of
the retired employee's salary line freed for hiring a new employee, (4)
the salary for a full-time equivalent (FTE) assistant professorship that
the freed salary line will finance until the year the early retiree
reaches age 67, and (5) the annual income of the early retiree until age
67, when he begins to draw the single life annuity he would have received

had he retired at that age.

Notes about the calculations

In deciding how to gerform this cost analysis we made a number
of decisions about which the reader should be informed. We made severél
decisions about how the computations would be carried out, the discount
rate to be used, the minimum age at which one could elect early retirements
etc. We believe these choices were appropriate and made the computations
easiar to understand. TFurther, we cazried out a sensitivity analysis by
varying some of these decisions, and while the amount of funds released
and the number of persons replaced under each scheme varied, the altexna-
tives still recained their relative rankings. an important thing to
recognize, however, is that if an institution were td assume no cost-of-
living adjustments nor salary increases when calculating expected manda-
tory age annuicies, the amount of Zunds released under each alternative
could be made toO increase. Whilé vocsting this indicator, such a move

undoubtedly will reduce the number of persons electing to retire early.
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In each example we assume age 67 as the mandatory or normal retire-
ment age. Other ages'could be used, but age 67 approximates the average
age at which university employees are forced to retire. (Calculating the
average age of retirement or the average mandatory retirement age is
impossible because of the lack of comprehensive data and because of retire-

ment age definition problems.)

For each option we describe the impact upon employees retiring
at age 62 (the lowest age at which Social Sécurity benefits may be received),
age 60, age 55 and age 50. Ve illustrate differences caused by varying
the years of service credit from 17 to 32 years for the oldest age group

and from 10 to 20 years for the youngest age group. When we illustrate

the group-based annuity, we calculate the supplemental pension for persons

" in the high-third, middle-third, and low-third salary gEoups. In this case — i

we depict the impact upon fewer service credit groups in order to keep the

illustration of the option reasonable.

+

In a previous analysis we found. that it was expensive to retire
an employee less than 55 years of age or with less than 10 years of service
credit.2 Further, in most retirement systems, 55 is the earliest permis-
sible retirement age. However, for illustration, we consider employees
50 years of age and above having at least 10 years of service credit.
Practice suggests that persons who have been employed for less than 10
years are not eligible for supplemental early retirement benefits. In
addition, there would probably be few among them whom a univers. ty
would want to retire early. It is unlikely that academic employees hired
during the last 10 years and approximately 45 years of age when hired
were recruited into declininngields or are now "deadwood." Retiring a
person who is younger or who has fewer years of service credit does not
free sufficient funds to hire a replacement employee, if the early retiree
is provided supplemental benefits. Howewver, in other age gnd sexvice
cohorts the retirément of an employee would free sufficient funds 2 hire'
a replacement facul.y member and even have additional funds remain. For

" example. a 62-year-old faculty member with 17 years of service could be
retired via an indivi@ual-based early annuity and thus Zree sufficient
funds for the hiring of a young faculty member. mhis is not to sugges< -

that policy should be directed toward retiring these particular employees .
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While this may seem desirable from a cost perspective, these employees may
not be the ones best suited, from both the individual's and institution's

point of view, for early retirement.

When the early retirement benefits were calculated, they were
based upon the assumption that all persons would retire at age 67. However,
scme persons plan to retire before age 67. If increased benefits were pro-
vided for early retirement, it would be impossible'to'base one's benefits
upon the planned age of retirement, for persons planning to retire early
would reduce the level of their benefits if they admited they wexe planning
to retire'before age 67. Thus age 67 was used in all benefits calculations

as the actual planned retirement age.

Cost calculations are based ﬁpon faculty mean sdigry, age, and
service credit data from one of our case institutions The calculatiors
are based upon the current actuarial tables® and benefit formulas in use.
at that institution. Calculations are performed in present value termms,
using a discount rate of 6%.4 For ease of computation and illustra-
tion, this analysis is performed for male faculty members only. (Calcula-
tioné for females would be done using the actuarial tables that recognize

the longer average life expectancy of females.)

then an employee retires early. his early retirement benefit is
the acturarial equivalent of the normal retirement benefit. That is the
actuarial tables reflect an adjustment made in the accrued pension to v
reflect the fact that the retirement pension must be paid over a longer
period and would be tased upon a lower level of contributions. When early
retirement benefits are added to the normal retirzement pension. their ~ost
must be either absorbed by increased contributions via a revision in the
actuarial table, or paid for through funds budgsted by the organization.

mhe~second~approachmwas“usedmhe:e.becausg_ig_;g"§g<§;§§§§§§}vg that is immedi-

ately available to an institution and does not affect the contribution

rates of other employees.

This cost analysis assumed that the replacement employees would
be young assistant professors. In reality this might not be the case. The
new faculty member might be a full professo:,rif he were needed to £ill a
critical position. On the other hand. & university might decide not to

hire only young reclacements because in doing so tne age structure of the
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university could be thrown out of bdlance in future years when these younger
persons begin to move into older age categories. Hiring all voung assistﬁht
professors may be an overreaction to the present state of having what some
feel to be an oversupply of older faculty members. To correct the present
age structure new faculty members might be hired into several of the younger
age groups. Perhaps the bulk of new appointments would be made at ages 30-
34, but new app.intments might be made in the 4(-4° age groups as well.

Tnis could tend to stabilize the number of persons entering the retirement
ages from year to year. In the long run, such a hiring policy would result

in more even numbers of new appointments being made from year to year.

The beginning salary for a new assistant professor is assumed

to be §15,000 per year with an annual 4% increase. This salary level
assumes that primarily new graduates will be hired. An assistant professor
could be hired at a lower initial annual salary and then be given a greater

annual increase.

Since it is next to impossible to predict what future inflation
rates might be, inflation has been excluded from the calculations of the
7fetiree's projected salary at age 67. The calculations are carried out in
real dollar terms, and :the two percent increase assumed for each year be-
tween the early retirement and mandatory retirement ages represents a real
increase in income. In some cases, this assumed real increase may be too
high; real increases for some older faculty members may be less than one
percent .. may even be negative percentage changes. To fiud early retire-
ment acceptable financially, the early retiree may have to be assured of
at least some protection against inflation. Although inflation has been
excluded from our calculations of projected salary at age 67 (on which the
epxly retirement pension apd supplement are based), it has not been ignored

entirely. We assume that the early retiree will receive cost-of=-living . .

adjustments on his pension and supplement during the early retirement
period equal to the inflation rate that would have been assigned to his

budget line were he to remain employed. This is a reasonable assumption

since it is this budget line that is being used to finance both the early
retiree's supplement and his replacement's salary during the early retire-
ment period. Presumably, the replacement's salary also would be adjusted

according to *he same rate. After the early retiree reaches the mandatory
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retirement age, however, his annuity would be adjusted only at the rate
in effect for all members of his respective retirement system--if in fact

annuitants are provided cost-of-living adjustments.

With all the options, the early retiree might suffer a reduction
in eventual Social Security income unless he reemplcys. This reduction could
be substantial were the person to retire a decade early. The calculations
for the continued annuity payments option assume that a person electing this
option would move to other employment and thus continue to pay into Sccial
Security. The calculations therefore do not assume continued contributions
to Socia. Security by the institution. Were Social Security payments to be
included:, thé4c63f~éé-thé-fﬁ§§£€u€iéﬁ~wbuld~be increased by 5% to 6% per
employee. If the institution were to ; both the employer and the employee
contribution, the cost would be 11.7% per employee on the employee's
first $15,300 of earnings, or about 5% to 6% of the employee's salarvy.

Results of the calculations

A

Full calculations for each option appear in Tables 8.1 througn
8.5. Each table is based upon actual age, salary and service credit data ) -

from one of our case institutions. All tables are read in a similar manner.

For example, in Table 8.1, Full-Salary Annuity, the present age, years of
service credit and mean salary for each age-service cohort are given ;;lues:
Placing these data into a benefits formula vields the single life annuity
to which an average-salarisd employee in each age-service coh9rt would be
entitled if he retired early (see Column 4). 1In order to determine the
single life annuity that the average-salaried employee would ;eceive ig

he retired at the mandatory age, we need an estimate of his espected salary
at age 67. This figure, found in Column 5, is produced by increasing the
- — —current -mean -alary by 2% per year until age 67. In Column 6, the single
life annuiéy that he would receive at age 67 is reported, the figure

being calculated fxom the benefits formula, assuming the employee had
reached age 67, had received the expected salary increases,‘and.had achieved
an amount of service credit egqual to that achieved by early retirement plus

the number of years frcm eaxly retirewent to mandatory retirement.

’ 1n Column 7 the difference between the mandatory age annuity
! .and the early annuity is reported. This is the supplemental annuity

required at age 67. Since the supplement is being purchased before the
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Table 8.1

FULL-SALARY ANNUITY

1 2 3 4 5 6 7 8 9 10
Present Single Expected Supp. Present . Level
Years s:i:: Life Salary at | Single |SLA Req'd. Value Value Annual Cos
Service for ﬂye_ Annuity | 67, 2%/¥Yr. Life at 67 of SSLA ‘| of SSLA ?f SSLA
Current | Credit Ser }g {(SLB) Real Annuity (ssLa) at 67 at 6% [9:Annuity
Age Now vice Now Inccease at 67 [6—4] [7x9.384] piscount Value
Cohort ~ ‘
{(.7473) (4.4651):
62 32 532,500 ]$22,880 $35,750 $28,600 $5,720 $53,676 , $40,112 $8,983
62 27 30,400 18,058 33,440 24,612 6,554 61,501 45,960 ° 10,293
62 22 29,500 14,181 32,450 20,152 5,970 56,027 41,869 9,377
62 17 33,500 12,529 36,850 18,646 6,117 57,402 42,897 9;607“
_ : (76651) *| (5.9173)
60 30 30,200 | 18,120 34,730 27,784 9,664 90,687 60,315 10,1923
. 60 25 28,600 14,300 32,890 24,207 9,907 92,967 61,832 10,449
60 20 26,700 10,680 30,705 19,067 8,387 78,704 52,346 8,846
60 15 26,400 7,920 30,360 15,362 7,442 69,836 46,448 7,850
‘. ' (.4970) | (5.8869)
55 25 29,100 10,193 36,957 29,566 19,373 181,796 90,353 10,167
55 20 29,000 8,700 36,830 27,107 18,407 172,731 85,847 9,660
55 15 25,600 |.. 5,760 32,512 20,190 14,430 135,411 67,299 7,573
55 10 ] 25,000 3,750 31,750 16,066 12,316 115,573 57,440 6,463
: ® (.3713) [(11.1060)
50 20 29,200 5,840 40,880 32,704 26,864 252,092 93,602 . 8,428
' 50 15 26,400 3,960 36,960 27,202 23,242 218,103 80,982 7,292 -
50 10 25,000 2,560 35,000 . 21,735 19,235 180,501 67,02Q 6,035
4
' S
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Table 8.1 -- Continued

FULL-SALARY ANNUITY

e T TR
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11 12 13 14 15 16 17 18
. .

Supplement Annual Balance FTE Annual IER IER IER
Req'd. Total of Asst. Prof.]| Incentive as % as % as %

to Match Req'd. Budget at $15,000 ER (IER) of of of

Present to Retire Line Per ER for Income Current Regular Mandatory
Y |, salery _E‘mp‘loye-e‘ | Released puration (Total) Salary ER Annuity | R Annuity
T Tl ORI magl | 1 3} | f1s:3] {15:4) {15:6)

© 9,620 18,603 13,897 .93 32,500 100 142 114
12,342 21,326 9,074 .60 30,400 100 168 124
15,319 ° 24,696 4,804 .32 29,500 100 208 146
20,971 30,038 |.. 3,462 23 33,500 100 267 180
12,080 22,273 7,927, .53 30,200 100 167 108
14,300 24,749 3,851 .26 28,600 100 200 118
16,020 1 24,866 1,834 .12 26,700 100 250 140
18,480 26,330 70 .01 26,400 100 333 172

N.1 18,907 -29,074 26 <.01 29,100 100 285 98
: 20,300 rl 29,960 -960 b 29,000 100 333 107
19,840 27,413 -1,8131 25,600 - 100 444 127
21,250 27,713 -2,713 * 25,060 100 667 156
23,360 31,748 -2,588 29,200 100 500 89
22,440 ?9,732 -3,332 26,400 100 667 97
22,500 ZB,SIJ -3,535 25,000 100 1000 115

_ _\
_- *Negative Value ) : 178
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) mandatorg retirement age, iﬁs present value at age 67 must be determined.

First, the supplement is multiplied by a factor (9.384) which prodq;es

(in Column 8) the value of the supplement at the mandatory retirement age.

(The "value" of the supplem;nt is the total amount of, supplemental payments

expected to be received by the employee from the time he reacQ?s thg manda-

tory retirement age until his deatl, which the actuarial tables assume to

be 9.384 years later con the average.) Next, the values in Column 8 are

dimcounted at 6% per year for the period from now until the employee A <

reaches the wmandatory retirement age. (For example, a dollar to be

received five yeass from now, assiming a 6% discount rate, would be worth

§.7473 today. ‘'Cne to be received seven yYears from now would be worth .
.5.6651.), The present value of the supplemental annuity at age 67 is reported

- * in Column 9.

It is assumed that the supplemental annuity will be purchased
with funﬁs from the retiring employee's salary line, and that it would be
convenient to pay for the annuity in equal annual payments. Thus in Column
10 the level annual cost of the supplement is computed, asgsuming the supple;
mental annuity will be purchased tﬂéough eqdﬁl payments from early retirement

to mandatory retirement. This figure is found'by dividing the present value

of the supplemental annuity at age 67 by the annuity value. (The "annuity
value" describes the present worth of. one dollar per year, from now until
the %arly retiree's mandatory retirement age. For example, one dollar
gach year for the next five yvears discounted at 6% would equal $4.4651
today.) <

3

Columns 1 through 10 provide, then, the basic data needed to
determine the impact of the option. In Columns 1l through 18 the annual
amounts needed to retire the employee are computed, and the amount of funds
‘reieased per early retiree are reported, Also, the incentive early retire-
ment annuity is expressed as a percentage of éurrené—salary, as a percentaqé
of the early rétiree's annuity, and as a percentage of his mandator§ age
annuity. (The "incentive early retiremsent annuity” is total ar. al income
from the employee's regular early retirement and his early retirement supple-

+

ment. ) -
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The key columns to examine are: Column 12, the annual total
amount required to retire the average-salaried employee; Column 13, the
amount of funds released per early retirement for t@e mean salary in a given
age and service cohort; Column 14, the proportion of an assistant professor
that could be supported pei early retiree; Column 16, the early retirement
income 2s a percentage'of current salary; Column 17, the azrly retirement
income as a percentage oé.the regular early retirement annuity; and Column
18, the early. retirement income as a percentage of the mandatory age annuity.
Columns 12,15 and 14 are of central concern to the institution; Columns 16,

17 and 18 are of central concern to the potential early retiree,

¥

Table 8.2, Individual-Based Annuity, shows an.option designed

to provide an early retirement pension equal to the pension the early
retiree would have recoived had he remained employed until the mandatory
age and had he received salary increases equal to 2% per year. The early
retiree draws his reqular early retirement annuity, and the institution
provides him the difference between that reduced annuity and the mandatory
age annuity through a payment from his old salary line. In addition;’

the institution purchases a supplemental annuity from his old salazy line
to go into effect at age 67. The balance of the earl§ retiree's salary
line is available from early retirement to tHe mandatory retirement age,
at which time the whole salary line becomas availabie. This balance could

bz used to hire a replacement employee.

The oable shows both the annuity the employee would receive i€
he ratired today without a suppleﬁent (in Column 4) and éhe expectad annuity
at age 67 (in Column 6). The supplement is shown in Column 7, and the
present value of the supplement at age 67 is ghown in Colimn 9. Columns 13
and 14 show the level of funds rele;;ed‘and the proportion of an assisgtant
professor's salary whiéh could thus be financed for ea:h early retirement
at the various age and service levels. of most interest to the poéential
early retiree are Columns 16, 17 and 18, which compare the incentive early
retirement income with the retiree's sur¥ent salary, nis regular early
retirement annuity, and'his'expétted manéatory aje annuity.

Table 8.3, Group-Based Annuity, as mentioned’ earlier, depicts

the option where the supplement paid an early retiree is‘baséd not on his
own projected zenefits, buf ugon the median projected benefits of nis age

s
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Table 8.2

INDIVIDUAL-BASED ANNUITY

179

1 2 3 4 -1 1 6 7 8 9 10
P;:::nt single 'Expected Supp. . C Present Le,x:el o -
Years | gajary Life Salary at Single SLA Req'd. "\{alna Value Annuazf Cost
Sexvice | g5y pge- annuity { 67, 28/Yr. Life at 67 - of SSLR of. SSLA t:f SSLA
current | Credit | o vice (sLa); Real Annuity (SSLA) |at 67 . | at 63 ,[Q.Annuﬁty
Age. Now cohort Now Increase at 67 L6-4] [37x9,384‘] Discount ‘ Value

I ~ S R 1 (.7473) (4.4651)
62 32 $32,500 |-$22,880 $35,750 $28,600 $5,720 $53,676 | $40,112 $8,984
62 27 30,400 18,058 33,440 24,612 6,554 62,501 45,960 10,293
62 22 29,500 14,18} 32,450 ° 20,152 5,970,. 56,027 41,869 9,377
62 17 33,500 12,529 ) - 36,850 18,646 * 6,147 57,402 42,897 9,607

, : (.6651) | (5.9173)
60 30 30,200 | 18,12¢ 34,730 27,784 - 9,664 20,687 60,315 10,193
1 25 28,600 | 14,300 32,850 24,207 9,907 92,857 61,832 10,449
60 20 26,700 { 10,680 30,705 19,067 8,387 78,704 52,346 -. 8,846
60 ¢ 18 26,400 7,220 30,360 °15,362 7,442 69,836 46,448 7,850

: ) _ ’ . ¥ (.4970) (8.8869)
55 25 29,100 10,193 36,957 29,566 19,373 181,796 90,353 .} 10,167
55 20 29,000 8,700 36,830 27,107 18,407 172,731 85,847 9,660
} 55 15 25,600 5,760 32,512 20,190 14,430 135,411 67,299 7,573
' 55 10 ?5,000 3,750 31,750 16,066 12,316 1:5,573 57,440 6,463

. . , - (.3713) {11.1060)
50 20 29,200 5,840 40,880 32,704 26,864 252,092 ?3,602 8,428
50 15 26,400 | 3,960 36,960 27,202 23,242 218,103 80,982 7,292°*
50 10 25,000 | 2,500 35,000 21,735 19,235 180,501 67,020 6,035
180
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Table 8.2 ~- Continued

INDIVIDUAL-BASED ANNUITY

11 12 13 14 15 16 17
Additional © Total Balance FTE Annual IER IER
Compensation Req'd. of Agst. Prof. Incentive as % as %
(Age 67 Annuity to Retire Budget at $15,000 ER (IER) of of
Minys SLA Now) Employee Line Per ER forxr Income Current Regular
{-4] (10+11] Released puration (total) Salary ER Annuity
[3-12] {4+11) {15:3] {15141 [15
§5,720 $14,704 $17,796 1.19 $28,600 88 125
6,554 16,847 13,553 .90 24,612 81 136
5,970 15,347 14,153 .94 20,152 68 142
6,117 15,724 17,776 1.18 18,646 55 149
9,664 19,857 10,343 .69 27,784 92 183
9,907 20,356 8,224 .55 24,207 85 169
8,387 17,233 9,467 .63 19,067 71 179
7,442 15,292 11,108 .74 15,362 58 194
19,373 29,540 -440 b 29,566 102 290
18,407 28,06% 933 .06 R 27,107 a3 312t
14,430 22,003 3,597 .24 20,190 79 351
12,316 18,779 6,221 .42 16,066 64 428
26,864 35,292 -6,092 * 32,704 112 560
23,242 30,534 -4,134 * 27,202 103 687
19,235 25,270 -270 Ck 1};1 21,735 87 870

O
*E;BJ!:vc Value

IText Provided by ERIC




Table 8.3

CROUP=BASLD AMNMUITY ,

1 2 3 4 L 6 7. ] 9 10 11
) own ovn Ovn : Present Leovel
* Yoars N Single |Sszlary at Sinqgle Supp. SLA value | value Annual Cost
Service | Present Lite 67, 2v/¥r.| Life Req'd. at 7] of SSLA{ of SSLa of SSLa
‘ Current | Salary| Credit | Median Annuity Real Annuity (ssLA) ac 67 at 6% (10+Annuity
Age Group Now Salary |(SIA) Now | Incresss at 67 | (7 nodian = 5) | (8x9.384) Dascount value)
62 He 32 #na.soo s27,104 | s42.350 ls33.880 | s-1.134 o VTR |
62 n 32 29,500 20,768 32,450 25,960 5,192 $48,122 {$35.410 $8.154
62 L "32 26,200 18.656 29,150 | 23.320 . 7.304 68,541 51,221 11,472
62 H 27 33,500 19,899 36,850 27,121 3,984 37,386 | 27.939 6,257
4 62 n 27 29,500 17,523 32,450 23,883 6,360 59,582 44,600 9.989
(] L 27 26,500 15,741 29,150 21.45¢4 8,142 76,405 | 57,097 12,787
62 ] 22 32,000 15,488 35,200 21,359 4,664 43,767 32,707 7,325
62 ] 22 29,500 14,278 12,485 20,152 5,874 55,122 41,193 9,226
€2 L’ 22 *26,000 12,584 28,600 17,761 7,568 '71.013 53,072 11,886
62 1 17 38,509 14,399 42,350 21,429 4,247- 39,854 | 29.783 6,670
62 ] <17 33,500 12,52 36,850 18,646 6.117 57.402 | 42,897 9,607
62 L 17 23,500 8,789 25,850 13,080 9,857 92,498 | 69,124 15,481
(.6651) (5.9173)
60 H 30 34,000 20,400 39,100 31,280 2,980 37,348 | 24,842 4.158
601 30 26,500 15,900 30,475 24,380 8,480 79,576 | 52.926 8,944
60 L 30 24,500 14,700 28,175 22,540 9,680 90,837 | 60.416 10,210
60 B 25 32,500 16,250 37,375 27,508 8,126 76,254 50,717 8,572
60 M 28 28,800 14,400 33,720 24,376 9,976 93,614 | 62,263 10,522
60 L %5 25,400 12,700 29,210 21.:99 11,6°3 109,568 | 72,874 12,315
60 H 20 35,200 14,080 40,480 lzs.ua 5,916 55,514 | 36.924 6,240
60 " 20 28,000 11,200 32,200 19,996 8,796 82,542 54.899 9,278
. 60 L 20 22,500 9,030 25,875 16,068 10,996 103,187 68,630 11,598
(.4970) (8.8869)
55 ] 20 38,400 11,520 48,768 35,893 14,185 133,112 66,157 7,444
5% M 20 27,500 8,250 34,925 25,705 17,455 163,798 | 81,408 9,1.0
’ ss L 20 21,300 6.450 27,305 20,096 19,255 180.689 | 89,802 10,108
' .+3713) (11.106Ci
50 o 20 37,300 7,460 52,220 41,776 26,476 248,452 92,250 8,306
50 M 20 30,300 6,060 42,420 33,9¥ 27,876 261,588 | 97,128 8,746
50 L 20 20,300 4,060 28,420 22,736 29,873 283,356 [104.096 9.373

Q

ERIC

Aruitoxt provided by Eic:

1

2 e high-third, M » mid-third, L = low=third silary group
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Table 8.) -= Continued
GROUP-RASED FARLY ANNUITY
12 13 14 13 16 ‘ 17 18 19
Mdicional Total Balance ne Annual IZR IzZR 1ZR
Cospensacion Raq’'d. of Asst. Prof. | Incentive as \ as' \ as \
- (Age 67 to Rotire | Budget | ac $15,000 eR (1ER) of of of
Madian StA Enployee Line Per IR for Incone Qurrent Reqular Mandatcary
uinus SLA dow)| (11e12] Releasod turation {Tocal) salary | =R annuiey | R Annusey
(4-13] {7 sedian] | [16:3] [16: 5] (16471
$-1.134- [+] $38.500 2.57 $27,104% 70 loo 80
N 3,192 . $13.346 16,154 1.08 25.960 L L] 128 loo
7,304 18,775 7.728 .52 25.960 98 139 111
3.984 10,241 23.259 1.55 23,0893 7 120 a8
6,360 16.349 13.151 .88 23.883 81 136 100
8,142 20,929 5,571 .37 23,883 90 152 11
4,664 11,989 20,011 1.23 20,1%2 43 130 92
) $.874 1s.100 . 14,400 .96 20,152 48 141 lo0
) 7.568 19.451 6.546 R 20,1852 78 16 113
4.247 10,917 27.58) 1.84 13,646 48 129 87
6.117 15,724 17,776 1,19 18.646 53 149 loo
' 9.457 28.118 -1,818 4 18,646 79 212 143
>
3,980 .17 25,822 1.7 24,380 ;2 120 78
8,480 17,424 9,076 .61 24,380 92 153 loo
9.680 19.890 4,610 .31 24.380 99 166 108
8.126 16,697 15,803 1.0% 24,1376 78 150 89
9,976 30,498 8.302 .83 23,376 s 162 120
11,676 23,991 1.409 .09 24.376 96 192 113
$.91¢ 12,156 23.044 1.54 19,996 $7 142 80
8.796 18,074 9.926 .65 19,996 n 179 100
10,996 22,594 -84 . 19,996 89 222 124
’
14,.88 21.‘.629 16,771 .12 25,708 67 223 72
’ 17.458 26,618 88s i 25,703 9] 312 100
19,258 1%.380 ~-7,860 4 28,708 120 39% 120
26,4768 34,782 2.518 .17 33,936 31 388 a1
27.576 38,622 6,322 * 31,936 112 $60 100
29,876 39,249 ~13,949 * 33,938 167 816 149

: Protumably thesa persons could aot be givet incontive sarly annuitics less than their sormal

! Neqative value

esrly ratirement annuities.
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and service cohor:t. Except for being computed for high, middle, and low

income groups, this tavle is read in the same way as Tables 8.1 and 8.2.

Table 8.4 Individual-Based Annuity with Partial Employment,

shows the outcome of an option that provides the supplement to the reqular
early retirementiannuity through part-time employment (up to 49% of full-
time). As wiéh the other o»tions, & supplemental annuity is purchased

to make up the difference between the early retiremer.t annuity and the manda-
tory age annuity, :0 go into effect at the mandatory age. Again, the tablé

is read in the same way as the earlier tables.

Schemes more financially attractive to the institution (and
thus less financially attractive to the employee) are illustrated in
Table 8.5 Supplemental Annuity to Continue Annuity Contributions until Age

_6_'_7_ , and Table 8.6 Continued Contributions to the Individual's Retirement
Account. In essence both options involve an agreement from the institution
to continue cuntributions to an employee's annuity account until the manda-
*tory{retiremext age (again assumed to be 67) under the condition that the
employee retire early. If the potential early retiree accepts the arrange-
ment, his old budget line can be used to finance the continued retirement

system contribution and to hire a new employee.

Table 8.5 shows the option for a defined benefit plan, Table 8.6
for a defined contribution plan. In both tables the potential early retiree
is receiving a 2% per year real salary increase. In Table 8.3, where’ the
annuity is based upon age, length of service, and highest salary, the
difference between an early retirement annuity and a mandatory age annuity
is computed. This difference i the supplemental annuity which must be pur-
chased. The total cost, and t.. level annual cost, of purchasing the supple-
mental annuity are shown in the table. Again, the budget line released iz

calculated.
/

In Table 8.6, the defined contribution example, a different
approach is taken. Here it is assumed that an institution continues
both the employer and the employee contribution to the retirement fund.
This combined contribution is assumed to be 20% of the emplovee's annual

salary. Thus, 80% of the budget line is released for a new hire. '
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INDIVIDUAL-BASED ANNUITY WITH PARZIAL EMPLOYMENT

Table 8.4

»

1 2 . 3 4 5 6 7 8 9 1o
. P;:g:nt Single Expected S“P?°.. ) : pzeiaﬂt ) 7mt:\llezoét
Years Salary Life salary at single | SLA Req'd. ) Value ) Va “:A . > Y
Service | go0 Age- Annuity } 67, 2%/¥r. Life at 67 of SSLA - | of sz [9’-& .
: catrent | Credit | govyice - (SLA) Real Annuity. (SSLA), at -67 at 6% K rlmu y
Age Now Cohort Now Increass at 67 [6-4] [7x9 384] : Discount alue
* N 1 (.7473) (4.4651)
62 32 $32,500 §22,880 $35,750 $28,600 $5,720, $53,676 $40,112 $8,9684
62 27 30,400 18,058 +33,440 24,612 6,554 - 61, 501 45,960 10,293
62 22 29,500 14,181 32,450 206,152 ) 5, 970 56 027 41,869 9, 377
62 17 33,500 12,529 36,850 18,646 6, 117 57,402 42,897 9,607
’ \ + {.6651) (5.9173)
60 30 30,200 18,120 34,730 27,784 9,664 90 687 60,315 10,193
60 25 28,600 14,300 32,890 24,207 9,907 92 967 61, 832 10,449
60 20 26,700 10,680 30,705 19,047 . 8,387 - 78 704 52 346 8,846
60 15 26,400 7,920 30,360 15,362 7,402 ¥ 69,036 46,448 | 7,850
. A 1 (.4970) | (8;8869)
55 25 29,100 10,193 36,957 29,566 - 19,373 ; 181, 796 90,353 10,167
55 20 29,000 8,700 36,830 27,107 18, 407 172 731 '85,ﬁ47 ‘9,660 ;
55 ., 15 25,500 5,760 32,512 20,190 14 430 . | }35;411 Y %99 . 7,573 . ;
55 o 25,000 3,750 31, 750 16,066 12 316 . 115,573 57 440 76,463 ) K
' T s 3')13) {11.1c60) } :
50 20 29,200 5,840 40, 880 32,704 . 26, 864 252,092 *93 652 E{ 8,428 ‘ ‘:.‘1
50 15 26,400 3,960 36,960 217, 202. 23 242" 218 103 80,982\\’ 7,292 o
50 10 25,000 2,500 35,600 21,735 19,235 | 180,501 6"7 ozo ’ 6,5 | .1
. » 7 . ) “21'8.6 Y
’ ‘\\- . - .
N\
\»
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" INDIVIDUAL~BASED ANNUITY WITH PARTIAL EMPLOYMENT

.
A

-

11 12 13 14 15 16 17 18
] Additional Total Bala :ze - FTE Annual IER IER IER
l Compensation Req'd. to or ksst. Prof.] Incentive as % as % as %
9(49% Salary or | Retire " Budget | at $15,000 | ER (IER) of of of
JCurrent Salary | Employee Line -Per ER for Income Current Reqular Mandatory.
glinus Annuity) [10+11) Released buration (Total) Salary ER Annuity | R Annuity
{3-12] [4+11) [15:3] {15:4] {15:6]
$ 9,620 $18,604 $13,896 .93 $32,500 100 142 114
12,342 22,635 - 7,765 .52 30,400 100 l68 124 .
14,455 23,832 5,668 .38 28,636 97 « 202 142
16,415 26,022 7,478 _ .50 28,944 86 231 155
x2,080 22,273 7,927 .53 30,200 100 167 109
14,014 24,463 4,137 .28 28,314 99 198 117
.13,083 = 21,929 4,771 .32 23,763 89 223 125
12,963 20,813 5,587 .37 20,883 79 264 136
14,259 24,426 4,674 .31 24,452 84 240 82
14,210 23,870 5,130 .34 22,910 79 263 85
> 12,544 20,117 5,483 .37 18,304 72 318 91
12,250 18,713 6,287 .42 16,000 64 4217 99
14,308 22,736 6,464 .43 © 20,148° 69 345 75
12,936 20,228 6,172 .41 16,896 64 427 62
12,250 6,715 .45 14,750 59 590 68

18,285




Table 8.5

SUPPLEMENTAL ANNUITY TO COHTINUE ANNUITY CONTRIBUTIONS UNTIL AGE 67¢

i .
1 3 k) - 4 5 6 2 [:] 9 10 11 12
Present [SLAALET | b p,oeg Supp. Peasent Lavel palance of ' FTE
Yaars Hean \ 8aged on salary at { Single |SLA Roq'd. Value Value Annual Coat | Budget Line | Asst. Prof.
Servica |3dtary (Present | oy sy | Lifa at 67 of sstA | of ssta |  o. ssma Released | at §15,000
current | create |£°F ':‘-“" *‘““'{Z 1 Real Anutty | (SSIA) at 67 at 68 | [9tannuicy | Annually | per ER for

Age Now 2:::{2“(;2::10:7 Increase at 67 | {6-4] [7x9.384] | piscount Valuel {3-10) Duration

. (an) ) (3-a0e) $25,150 1.50

3 35,750 20,600 $4,680 §43,917 §32,619 $7,350 ' .
P 3 '342)',323 sf;:gig 533:440 524:(.12 5,734 53,000 40,211 9,006 21,194 1.43
62 22 29,500 | 14,927 | 32,450 20,152 5,225 43,031 36,641 8,206 21,294 1.42
63 17 33,500 13,099 | 36,850 14,646 5,547 52,053 30,899 8,712 24,708 1.65

[ . (.6651) {5,9173) . )
60 30 130,200 20,838 | 94,730 27,704 6,946 65,101 43,352 7,326 22,8/4 1.52
60 25 20,600 | 16,445 | 32,890 24,207 2,762 22,0839 48,445 8,187 26,413 1.36
60 20 26,700 | 12,262 | 30,705 19,067 6,785 63,670 42,347 7,151 19,543 1.30
60 15 26,400 9,108 30,1360 15,362 6,254 58,600 39,033 6,596 19,004 . 1.32 )
: (.4970) {0.98869)
55 25 29,100 16,733 | 36,957 29,566 12,813 120,425 59,851 6,735 22,36‘.’3 1.49
55 20 29,000 33,3¢0 | 36,830 27,107 13,767 129,190 64,207 7,225 21,775 1.45
ss | s faseco | oemz) s 2090 | QLA | BGEE L BTR L D 1orsee |
’ ’ .
55 10 25,000 5,750 31,750 16,066 ' ' ‘.3_;‘” (11.1060) .
50 20 29,20¢ | 13,432 | 40,080 32,7064 19,272 180,040 67,194 6,050 23,150 1.54
50 15 26,400 9,108 | 36,960 27,202 18,094 169,794 63,045 5,677 20,723 1.38
5Q 10 25,000 5,750 35,000 /'-21'735 i5,965 150,003 55,696 5,015 19,9085 1-33
7

PAFuiToxt Provided by ERIC

o vukiie b0 wuig ubed daaubineg Lhat the supplumunt tegulled will Le egual to the dlftgﬁpn»e Letwaen the capscted annuity at aﬁ
That 18 the SLA at ¥

67 and the 5LA that wuuld Lo sovelved if the carly totizee’s account wers left to accunalato until age 67.
ago 67 1s bascd upon the carly retirec's present salary, «susent years of service, -but age 67,
Hute.

felitemnt avja.
cuployed till the mandatory retirement ade and received a 28 per year salary lncrease.

Q
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ol Luo Mandaluty sctizoment age, che eatly retiree seceives the annuity he would have raceived had he tes




Table 8.6

CONTINUED CONTRIBUTIONS TO THE INDIVIDUAL'S RETIREMENT ACCOUNT

1« 2 3 4 5 . 6 I 7 '8 9 10
¢ Present Total Present
_ Mean ixpected Cost of Value of FTE
Years |Salary [alary at] Years Till] Total the 20% the 20% Balance ¢} Rsst. Prof.
Service | for Age-p7, 2%/¥r. Person Salary Annuity Annuity cf Bud- |at $15,000
Credit |]Service Real Reaches | Now Till| Contri- Contri- geéet Linealper ER for
Now Cohort Increase’ Age 67 Age 67 bution but ion Released®}] Duration
] (5.3) | {.8418)
.32 $32,500 | $35,750 5 172,250 $34,450 $29,000 $26,000 1.7
62 27 30,400 33,400 5 161,120 32,224 27,126 24,320 1.6
62 22 29,500 | 32,450 5 156,350 31,270 26,323 23,600 1.6
62 17 33,500 | 36,850 5 177,550 35,510 29,892 26,800 1.8
. (7.58) (.7941)
60 30 30,200 34,730 7 228,916 45,783 36,355 24,160 1.6
60 25 28,600 32,890 7 216,788 43,358 34,431 22,880 1.5
60 20 26,700 | 30,705 7 202,386 40,477 32,143 | 21,360 1.4
60 ‘15 26,400 | 30,360 7 200,112 | 40,022.| 31,782 | 21,120 1.4
. (13.68) (.6891)
55 25 29,100 | 36,957 12 398,088 79,618 54,864 23,280 1.6
55 . 20 >} 29,000 36,830 12 396,720 79,244 54,676 23,200 1.6
85 15 25,600 | 32,512 12 350,208 70,024 48,266 20,480 . 1.4
55 10 25,000 31,750 12 342,000 68,400 47,134 20,000 1.3 5
’ (20.41) (.5997) ) £
50 20 29,200 | 40,880 17 595,972 | 119,194 71,481 23,360 1.6 &
50 15 26,400 | 36,960 17 538,824 107,765 64,627 21,120 1.4,
50 10 25,000 | 35,000 17 510,250 102,050 61,199 20,000 1.3

aBzghty percent of the early retircee's budget line is released in each case. Like the option
described in Table 5.5, the early retiree does not receive a supplement from early retirement
to the mandatcyy retirement age, nor does he draw an early rvetirement pension.
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Recall that in the illustrations of the other options the eaily
retiree's early retirement income was compared with that at the mandatory
age. In this example, this computation cannot be made as the early retiree

receives nejther an early retirement pension nor pension supplement.

Comparing the alternatives

The above options can be compared along several dimensions, in-
cluding the funds released per early retiree, the replacements that may be
hired, the early retiree's annuity income, and the institution's ability to-

"sel.ct" the early retirees.

Funds released per early retiree. Reduction of payroll costs

and the replacement of older faculty members with younger persons are the

tack option, the

two brimary objectives of early retirement schemes. For
payroll costs saved by the institution per person retired were calculated.
In the case where an employee need not be replaced, these figures represent
actual payroll savings.. Where an early retiree.must he replaéed‘by a new
employee, these figures represen£ the funds available for hiring & replace-

ment.

: . . t
Each alternative, for at least one age~service group, will release

sufficient funds--or at least come very close--for the hiring of an assistant

professor at the assumed salary of $15,000 pér year. Opéion 1, the full-
sal;ry option, comes close to reieasing sufficient funds for the hirxing of

a replacement only‘fbr persons.aged 62 with 32 or more years of service )
credit. For persons aged 50, the cost is greater than the funds released.
Option 2, the individﬁal—based supplement, releases sifficient funds in two'
age-service groups. For persons aged 62 with 17 or 32 years of'sgrvice
sufficient fuixds are released. Almost enough funds are Eeleased for pereons ’
agéd 62 with 224and 27 yedrs of service crediﬁ. No persons at age SO or '
55, no matter how many years of service credit, release enough money for

hiring even one half-time replacement.

When we examine Option 3, the group-based supplement, we see
that the higher paid emplcyees tend to release more funds upon retirement
than do lower paid employees. This is a result of the difference in base

salaries paid these employees and the greater increasas that are given

, the lower paid employees who agree to retire early. Aamong che lowest ghird

163
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h 4

(in terms of salary), there is not one age group a. which an eidrly retiree
releases sufficient funds to hire a replacement. Within the mid-third of -
persons; two cohorts release enouéh money to hire a replacement. And
within the highest third, all but the youngest age group release suffi-

. cient funds, within the lowest thixd salary qrouéz there are severfal .
cases of‘a deficit, one sﬁortfall being over 51g,ooo. ‘

Option 4, the partial employment option, .releases sufficient
funds for the hiring of a replacement for only the oldest age-service group
(actuglly only 93% of the $15,000). Since the current employee is rehired
on a half-time basis under this alternative, the break-even point would *~
be $7,500, enough money to hire a half-time faculty member as a replace~
ment. This beieé the criterion, Option 4 is successful in four age-

service groups. , N p - L v

v Options 5 and -6, where only contlnued contributions to “the
retiree’'s annuity are provxded release the greatest amount of funds. In
each case sufficient fun?s are releaSed to hire a replacement. However, it

is auestionable whether there would be sufficient incentive under these

‘
.

options to cause empliyses to terminate early.

In the cases where‘an early retirement will not free sufficient
funds to hire a full-t;me replacement, an instltutlon that adopts such a
program must value the contribution by a potentlal retiree less than it does
the contribution to be provided by the retiree's part-time replacement. Of
course, an institution dould make a liberalized early retirement scheme
available only to particular individuals if those empl yees were clearly the

appropriate early retirees and if equity were not an issvs.

. The analysié to this point provides information for determining
the payroll costs saved by the early.retirement of a faculty member in a
given age-service cohort. If a college or university is able to identify

specif

ic individuals for earlyvretirement this i1nformation may be sufficient.
For various rezsons, however, an institution might want to make liberalized
early *etirement available’ to a group of faculty members ragher than only
to specific individuals. 1In any event, the institution could reserve to
itself the final decisxop .o all cases 1n order to ratain critical employees
‘and assure sufficient le?d time for theé hiring of replacements.

K
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Ability to hire replacements. I -n institution decides to open

voluntary incenti.e-based early retirement to various age-service cohorts,
it must know the percentage of each cohort likely to elect early retirement,
in order to estimate the cost e‘fectxveness of alter rpative plans. Since
only rough estimates are available from the experisnces of the few universi-
! tias that have experimented with these schemes, localized estimates will have
Y

‘ to be made.

,

In making these estimates an Lnstxtutxon should recognize that
the most efficient optLon—-that is, the one with the highest replacemant
ratio--may encourage only a few early retirements. For example, Option &

, frees more than enough fund5~per early retiree to hire a replacement employee.
However, there may be few persons who elect th;s optLon. On the other hand,
Option 2 releases few funds per early retiree, but there may be more persons
electing the option with the regsultc that it causes more turnover. To use
Cption 2 an, instltutlon would hage to be satxsf*ed with less than a one-to-
one replacement ratio, - 3

3

Deciding which option uxll be most attractxve to the greatest
ber of employees will have to be done locally. Obvxously Optlon 1, the full-
salary option, would be very attractive to employees--but very expensive to
the institution. The reverse would be the case for Cptions S‘and 6. The

choices appear to be among Options 2, 3 and 4. It part—tlme employment is

an important criterion, then oPtxon 4 should be serxously considered The
choice between Options 2 and 3 would depend upon ‘historic salary practices
at an ing tution (that is, do édlary differencas reflect merit?) and upon an

estimate acceptance by current faculty menbers. '

Early retirenent annuity income. The economic .centive to retire -

early can. be measured by the relationship between the employee’ s annuity

income from liberalxzed early retirement and his annuity income from normal .
early retirement. In only one case does the liberaljzed early retirement

income not exceed the normal early retirement ince - This cccurs under ’
Option 3 for the oldest and longest term employees Qdarning akove the medxan

salary for their age-service group. Theixr own normal early’ retLrement

annuities would be greater than the incentive annuit;es based upon the

RIC o Yjep ‘
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median salary for ther.r age-service group. In practice, iZ these persons
were to retire early, they would receive an annuity based upon their own

salary rather than upon the median of their age-service cohort.

When the liberalized early retirement income is compared with
the income expected at mandatory retirement, the increases are not as wide-
spread nor so dramatic. However, the increased-benefits early annuities
are chse to the value of the manda!bry age annuities, and indeed this
match was one of the primary factors considered in the development of the
alternatives. However, the retiree receives no income under Options S and

6 until he reaches the mandatory retirement age.

One of the major determinants of whether an employee will
retire early is the level of the retirement income. I7 the difference be-
tween current income and anticipated retirement ihcome is great, a potential
retiree will be éhcouraged to continue working. In most cases, early
retirees suffer a reduction in income. The true ratios are slightly greater
than those presented since the early retiree's early retirement income is
not reduced by contributions to the retirement system, and the first pay-
outs from the retirement system (those representing the employee's contri-

butions) are not taxable.

In terms of total retiremen% income, Option 1, which was designed
to provide an early retirement income equal to one's pre-retirement income,
is the most attractive for the lower‘paid retirees (indeed the alternative
was so designed). However, few funds are released under this alternative.
Option 4, the partial employment option, providgs retirement incomes of
at least two-thirds of current salary (except in the yJungest age group)
but these individuals must work half-time to earn about half 3f this income.
Option 2 provides fairly high retirement incomes( cempared with present
earﬂings, for selected age and service groups. Persons with 20 or more

years of service credit receive at least two-thirds of their present salary.

In terms of retirement income as compared with present income,
Option 1 would be ranked first by most persons. Option 4 would be ranked
first or second by persons who would like to continue working at theixr
university, while Cption 2 would be ranked second by persons who would

rather not work after early retirement. Option 3 would be ranked first by

P 19
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lower paid employees but last by the higher pafﬁ enployees. from the early
retiree's poiné of view, neither Option 5 nor Option 6 is likely to he very
attractive. Since the retiree gets no supplement and must wait until the
mandatory fetirement age to draw nis full pension, he would certainly ke
reluctant to accept either of these options unless he were very close to the

mandatory retirement age, had some savings, Or planned to reemploy.

Ability to select the retirees. Unless an institution identifies

specific employees and "convinces" them to accept early retirement, there

1s little ceftainty that the appropriate persons will be encouraged to take
advantage of the retirement scheme. If it can be assumed that within 2
specific age and serwvice cohort the more highly paid employees represent

the more valued ones, then the group-based scheme may be‘the most effective
1n terms of retiring the appropriate persons. Since retirement henefits are
related to the median earnings level of the age-service cohort, the less
valued employees are encouraged to retire while the more highly valued em-
ployees are encouraged to remain. With the individual-based early retirement

scheme, just the opposite occurs.

The partial employment alternative falls between these cases.
Since the scheme is intended to reemploy early retirees on a part-time basis,
the benefits schedule is related to the individual rather than the group.
Thus, the persons who elect this option are those assumed to be somewhat
highly valued. One might argue that these are naqt the appropriate persons
to retire on a pgrt-time basis: the less valued employees should be retired
partially and the highly valued employvees should be retained full-time. This
need not be so since the paftial employment option can be used 3n conjunction
with a complete retirement alternative, making it possible to retain at leasc
some of the services of those employees who are in high demand for both campus
and off-campus activities while retiring the less valued employees. However,

it is not clear that employees in high demand want to retire early.

Other Possible Alterratives

Cther alternatives intended to encourage early retirement have

not been evaluated here. For example, certdin employees may not be given'
- s

3 :l

annual salary increases as an attempt to encourage them %o retire before

the mandatory age. Another option might be to require all employees
L
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o discuss their retirement plans with their superior at an early age, per-
haps age 50. “Appropriate" employees might be encouraged to begin or in- ;
crease °payments into a supplemental retirement fund. The institution might )
even agree to make match.ng contributions 1f the employee agreed to retire

at a certain date. Although such schemes might work, they are not evaluated
here because thev are administrative solutions that would apply to a very

small portion of an institution's faculty and would have little impact upon

turnover or faculty age composition. a k

Since the financial disadvantage of early retirement can be so
severe if a person ret.res a decade or so early, partial retirement from
perhaps age 55 through age 59 with complete retirement at age 60 might be
seen as desirable. 'Again, few persons may decide to take this route, but
it may be the best for some. If an institution provided part-timé’as well
as ccomplete early retirement options, tue above route could be decided on

individual bases. The direction of flow might be restricted to one-way,

however. In order to calculate benefits and to5 plan for faculty staffing,
faculty memhers would probably not be permitted to retire completely, then,

if dissatisfied, to reemplcy on a part-time basis.

The part-time employment option also might be considered because
it would be the only way in which to encourage some persons who now plan to

~

' continue until the mandatory age to step down early. - . i

Still another option that might be considered would be lowering
the mandatory ret:rement age, for example to age 85. Extensions beyond that 5
age might be permitted. OCn the surface this alternative may appear attrac-
tive. However, in the case of one of our case institdtions, 20% of the
faculty members now retire before age 65, 13% retire at age 65, and 9%
retire at age 66. Thus, reducing the mandatory age to &5, while requiring
S9% of the faculty to retire two years earlier, would havé little impact ‘ g
upon the number of younger faculty members who could be hired. The
released funds would be available only “wo years earlier. If an institu~ N
ti10n were to lower 1ts mandatory retirement age, it seems reasonable ;
to assume that t=he lower age might apply to only newly hired employees,
or 1f applicable to older employees, might ‘he optional and accompanied wit! g

.

a supplementai payment of some tyre.
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. .
From even a strict cost standpoint it is not easy to identify
the best alternative. The choice depends upon the objectives of the insti-
. tution. Morecver, there may be constraints on a?opting the test alterna-
tive in the case of those state institutions which are involved with public
gpployee retirement Systems that are governed by state legislatures ard

include more than university employees. .

< . .
Since these early retirement schemes may not free sufficient

furds to replace early retirees with ne& employees on a one-to-one basis,
one of the most critical things an institution must do is mak. an’estimate
of the marginal productivity of both potential retirees and potential new
employees. If the sum of the marginal products of the cotential new em-
ployees is greater than that of the potential retirees, an early retirement
plan might be considered an economically viahble reans for faculty rejuvena-

tion. The following paragraphs summarize the cost effects of the six options.

Option l--Full-Salary Early annuity. This alternative is un-

~

dcabtedly the most favored option from the peyspective of potential'early
retiress as they receive the same income in retirement as they ~ould if

- .
employed. From the institution's vantage point, however, this may not be

a highly desirable alternative because it would permit only a low replace-

ment rate.

Option 2--Individual-Based Earl; Annuity. This alternative

saves an institution the 'most in salaries and has a reasonable replace-

ment ratio, but 1t may not be effectiVe in restiring the appropriate employees--
1f financzgl consiceration is the only factor at work. The benefits schedule
13 sucn that the more highly paid employees have the greatest financial incen-
tive to retire early. This scheme provides a moderate level of retirement
income, and the early retiree receives his or her benefits with nc part-uine

employment required.

This option illustratas, however, that it can be expensive 0O
provide increased annultlgs to persons more rhan £aw years Zfrom the mandatoxy

retirement age. PSroviding an increased annuxty to younger amplovees or %o

employees with shorter terms of service rsquirses much of the cotential sarly

{

e
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retiree's budge; line; in some cases, the costs exceed the budget, line. .,
Only wnen employees are approximately five years from the mandatory retirement
age are sufficient funds freed to permit the hiring of replacement employ-
ees on a one-to-one basis.,
though this scheme may not save the institution a great deal of
roney, 1t should encourage the employee to retire early. The early retirees,
even those with relatively short periods of service, receive annuities equal
. )

to twosthirds of their current salaries.

Option 3--Group-3ased Early Annuity. This altérnative saves the

institution the least amount in salaries, but it may be able to retire the
appropriate employees. Since early retirement benefits are related to the
medlian earnings levef'of each age-service cohort, the less valued employees
have the greatest incentive to retire early. This optic.a rates low in texms

of total retirement income probided employees.

Option 4--Individual-Based Early Annuigzﬁéius Partial Employment.
This alternative ranks high in terms of savings to the institution éer employee
retired. To the exteant that those employees who elect to participate in this
élternative:are more highly valued, and might have retifed completely if the
option were not available, it is somewhat effective in terms of its ability
to retain selected faculty members on a part-time basis. The income received
by an early retiree ranges from 59% to 100% of current salary. but the
early retiree must accept a part-time position in order to earn about half

£ that income.

Options 5 and 6--Continued Annuity Contribugtions. These two op-

, C N
tions are not directly comparable with the other optionsibecause they do not
provide retirement income from early retirement to mandatory retirement.
The institution would have approximately 80% of each early retiree's salary

line to reallocate under this option.

A potential problem of these options should be noted. Since they
may appeal only to pe:sohs who have arrangzd for reemployment, it is con-
ceivable that they could increase the cost to “he institution of a natural
process. Today some people decide at mid-career o leave an institution and

move elsewhere wlth no special compensation. Instead of encouraging more

o 172 ]‘9,?
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people to move to another institution,‘these options may cause the institution
to compensate those persons already planning to leave. The other options,

1t should be recalled, have:a severance payment or increased annuity intended
o0 cause people to stop working altogethe% by providi;g them an .income in

lieu of salary. Some persons electing these opéions may already have been
planrang to retire ea:ly,pbut +he added benefits are expected to encourage
additional persons to‘step down as well. Of course, under-all methods it
will probabl} be necessary for the institution to establish eligibility rules
and to manage the early retirements so its manpower requirements are Kept in

.palance.

The tables presented in this chapter are only examples of how early
retlremént alternatives can be compared for employees of various ages with
different segvice and salary histories. Of course, an institution should.
expand these calculations to include persoﬁs nearer to and farther from re-

tirement and with various years of service credit. Also, it is extremely
o

lhgggtant that these figures be computed with institution-specific data. It

shouid also.be recognized that these examples did not include & consideration
of Social Security income. Further, they aésume a supplementary pension will
re paind to bring'an early retirument pension to the level of a mandatory

retiremert-age pension. Obviously different calculations must be made for

-

specLfic institutions. In addition, costs other than thoéé of providing an

.

increased pension shou.d ke considered. An institutior. will experience B
recrurtment and hiring costs when it replaces the early retiree. While these
costs would be incurred with mandatory retirements as well, they would be

encountered earlier than planned undec an early retirement scheme.

Detailed calculations, for other options and for defined contribution
plans may be found elsewhere by persons desiring to perform their own analy-

s:.s.s The key factors to be kept in mind when replicating this analysis are:
1. Determine the level of benefits to be paid the early retiree.

2. Determire the mandatory retirement-age pension.

3. Determine the benefits the early retirec will receive from his
or her early retirement pension.

4. Add to the expected benefits Social Security income if and when
appropriate,
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. Calculate th: additional payment to be made to the ea}ly
¢ retiree. Determine both:

a a. The additional payment to be nade from early *etlrement
to the mandatory retirement age.
b. The additional payment to be made after mandatory retire-
ment aga.

I3
'

.

6. Determine the cost to the institution of these additional pay-
ments. The cost will vary depending on whether the payment is
made in one lump sum, whether an annuity is purchased for the
early xetiree, whether the payment for the anruity is made

in equal-size installments or whether the payment is made

annually from the institution's gereral funds. Consider:

a. The payment from early retirement to the mandatory &etire-
ment age might be paid from the early retiree's salary line,
with the balance of the salary line being used to pay a
replacement employee and to purchase for the =arly retiree
a supplemental pension that will go into effect at the
?andatory age. =

>
- N <
»t N - -

b. The early retirement payment might be paid in one year if
the institution has sufficient funds on hand to finance
- the transaction.. The Xey point will be the size of the~
early retirement lump sum payment.

’ -

.If an institution is able to determine the amount of an. annual sup-
plement to be paid an employee, it can purchase such a supplement from an ’
insurance company with a one-time payment, or level annual payments. <Clearly,

3

an institution should seek additional advice on ways in which to finance sup~

plemental annuity payments. )

-’
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FOOTNOTES - )

=N L . . .
In earlier analyses we assumed an average salary increase of 4

perc-nt. Ffour gercernt was probably too nigh a figure to assume for real
salary increases, particularly with respect to older :acu’ty members. Since
performing those earlier analyses, we have examined salary trends more
‘closely. Altlgugh the data were sketchy, we estimate that resal rates (rates
that do not intlude expected inflation) of about 3 percent for younger em-
ployees, and of 1 to 2 perxcent for older employees, might be more approprl—
ate for near-term estimates.
. 2Carl Vernon Patton "A Seven-Day Project: Early Faculty Retire-
. ment Alternatives,” Pollcy Analysis, vol. 1, no. 4 (Fall 1975), pp. 731-753.

»

& An actuarial table ptates the cost at various ages by sex of $1.00°,
of pension income paid montnly for life at a given yearly interest race.

The tables are revised per *Todically to reflect changing economic and mortal-

ity conditionms. !
4Decid;;ng which discount rate to use proves troublesome because

of inflation. The literature provides liftle guidance. A paper dealing with

. the issue has been published; it .ays out an argument for' using either real
interest rates and real prices or nominal iaterest rates and real prices.
See: teve H, Hanke, Philip H. Carver and Paul Bugg, "Prdject Evaluation

During Inflation,” Water ReSources Research, vol. 11, no. 4 (August 1975},
pe. S511-514.

»
¢

. sFor‘further information on the same issue see: James D. Bruce
"Costs and Benefits of Early Retirement in Academia," paper presented at the
1976pAnnual Meeting of the American Physical Society, New York, N.Y., Febru-
ary 1976; Teachers Insurance and Annuity Association of America--College °
Retirement Equ1t5es fund, "Bulletin: Provisions for Early ?etlrement," Vew
! York, 1972; David S. P. dopklns, "An Early Retirement Program for the st
ford Faculty: Report and Recommendations," Stanford, Calif.: Stanford
University, Academic Planning Office, 1972; and Hans H. Jenay, Early Retire-
mant, A New Issue in Higher Education: The Financial Consequences of Zarly
Retirement, New York, TIAA-CREF, 1974. :

*

ERIC

L P oo o SR

*
[
~1
wn
o~
-

<
—_
S

N

L)

ad




, 9. IMPACT OF"EARLY RETIREMENT AND
. ¢ MID-CAREZR CHANGE ON FACULTY' COMPOSITION

»

Universities and dolleges became interested in vays £0 modify the
composition of their academic staffs when they realizead that'the slowdown
n expans#on was beginning to reduce the number of ne; employees they could
hire. Fears akout an aging ééculty were expressed, and it was coﬁmonly
held that there was a "lum;" of Zaculty member; in the near-retirement age
group (roughly ages 50-60). Some péoplé Leld that tﬁese faculty members
hired en masse during the education boom of thé 1950s ard 1960s wohld

prevent the hiring of'new employees. '

The argumenﬁ advanced was that early retirement could be used to
induce faculty members in this large near-retirement cohori to retire. The

result would be an increase in faculty slots available for new émployees.

Is Thege an Ace Problem?

£ some insticutions which we examined the age distribution table
dié contain a bul@e in the near-retiremenc years; that is, there were
larger peréentages of employees in the 50-60 age group. If some were
induceé to retire, there would be additional slots available for new

employees, without upsetting the faculty structure in vears to come.

On the other hand, éhe age structure of the faculty at many other
institutions took a more normal for:; with greater perc?ntages of yqunger
employees. Looking at these data, one could advance the argument that the
slowdown in hiring waé due to the general reduction in the growth rate of
higher education, not to an excess of near-retirees. To be sure, the
percentage of young doctcrates in institutions of higher educagion has ?
declined,l but the decline cannot be related to an qverabundance of fa:ulpy

in the near-retirement years.

If there are not greater p?rcentagés of faculty members in the
near-retirement years, then even highly effective early retirement schemes
may have little impact. Ther; simpl; may be too few people to atcract to
this alternative. Fuxthef;\an induced early retirement today means cne
less mandatory retirement tomorrow. In order to address this guestion, we

4
examined faculty composition data for the nation 'and for speciiic institu-

~
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“ .
tions. We found in almost every case that Zaculty members are distributed
>

. in normal -form; that is, there are creater percentages’ in the youngexr

ages, with decreasing progorsions in the older age groups--with no substan-

tial bulgeé of faqulty members at any.age. any slicht bulges which do

exist occur at the younger ages, when people are not eligible for early

K

retizement.

These £indings are Lllustrated in saeveral sets of data we have

recomputed. In terms of national data we have produced facul y age distri-
butions both from Palmer's analysis of the 1972-73 ACE faCulty aurveyz ané

rom the coﬁpuéér,;ape of the 1975 Carnegie Survey of American Academics.
. The results are-similax for both sets of data. Figures 9.1 ‘through 9.4,

based on the more recent Carnegie data, summarize the age distributions Ior

all institutions and for selected categories of institutions:
Universities I, Rese.rch Universities II and Colleges-Medium

types of institutions the 'aculty members are distributed with

Research
For all

the larcer

oercentaces at the younger ages. Turther, there are no bulges in the near-

retirement cohorts (ages 52-6l).

Of course these data may cbscure differences among fields because

they are aééregated. Sowever, we further examined the data By field within

selected types of institutions and found little deviation fxom this Sattern.

Srom the 1872-73 ACE data we produced age distributions for faculty members

oy field within the Research University I category. We have also used the

1975 Carnegie data to produce histograms by £field for high-quality univérsi-
ties, high quality four-year tolleges and medium-quality four-year colleges.

The same finding results: large percentages of faculty membexrs do not fall

in the near-retirement age groups. Rather, thé larger gyoupings, when they

do appear, exisc at the younger age groups. Ior illustration, the histograms

by field for the medium-quality universities are prssented in Figures 2.5

Q

E
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In order to look beneath the aggregated data, we examined age

distributions at several institutions where we were able to obtain faculty
age data by field (MIT, Dartmouth, Stanford, and SUNY Platitsburgh). Tr.s
;ls a limited, although diverse, sample, to be sure, but we again found no
evidence of large percentages of potentidl early retirees. An exceplion
occurs at Stanford, where special inceniive early retirement was introduced
several years agu. Several fie%d§ thexe, especially engineering, earth
sciences, science; and math, business, education, and social sciences aave
faculty distrabutions that suggest early retirement might be useful in
openiﬂg the ranks>to younger faculty members. Although we found no other

faculty distributions of this nature in the data we examined, similar

L]

distributions ‘may exist elsewhere, and increased early retirements may
sexve those institutions. However, little change would b= seen in the
overall age composition of American college and university faculties.

’

A Faculty Flow Model*

0

N

Colleges and universities interested in exgloriné the adoption
of incentive early retirement programs would do well to test the impact of
early retirement upon their institution through use of a faculty flow
model. !

These models now exist.3 They describe a general aging trend of
the faculty under the so-célled steady.state éondition (where facu.ty size
remains constant). The aging trend causes a reduction in the number of new
hires shat can be made, unless current faculty members can be encouraged
to leave the institution for one reasén or another. Current faculty members
might be encouraged to retire early, young faculty members might be denied
tenure at higﬁer rates, mid-career change programs might encourage outmigra-
tion, or other forces might cause faculty members to leave academia for other

pursuits. . .

for our purposes, it is important to note that in these models the

retirement rates have to be boosted quite high to make much of an impact

>

*
This section was written by Robert X. Foertsch.
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upgn the klrlng rate or the age structure of'the faculty. " The change which

ha- the greatest impact eopears £0 be the tenure rate. If young faculty

members are denied promotion and thus arse reguired to leave the university,

high faculty jurnover can be maintained.‘ It is eesy to see that causing -
faoulty to retire a«few years early has a limited impact, as these people

would be leaving in a few years anyway. =Furthex, when people are induced

to retire a few vears carly, there is a temporary increase in the retirement

rate, followed by a return to approximately the pre-early retireﬁent program i
rate, as people who would have retired in years to come have left the faculty 1

because of early retirement.

In order to test the impact of increasing the retirement rate or K
encouraging people to leave the university at mid-career, we produced a '
faculty flow model. Although other models are available, the detalled data
needed for those models were not at our disposal. 1Instead, we developed
a basic model tu which we could apply our 1imited aggregate data. Our
approach was to test the sensitivity of the model to .changes in retirement

rates, tenure denial rates, mid-career change rates, etc. \ 1

v !
The following pages summarize the L*eratlve process we used to

test the impact of alternmative rates upon both a normally distributed facu’ty
population and a faculty population with a greater proportion of older
menbers. The anelysis begins with an investigation of the impact of various
population change rates upon the normally distributed population. (?he

partzcu’ar rates will be discussed later.) After testing the impact of

interaction effect of combining rates is investigated. Again, the normally
distributed population is used. After identifying what we judge to be
appropriate rates, the same procedure”is followed, using the older population.
Finally, we apply the “proper" rates--rates that caused increased turnover «
without skewing the faculty distribution-dto both the normal "'and the older

faculty distributions.

Features of the model

Our model was developed to project hcw a university faculty changes

1

|

1

each rate upon the base population, with all other rates held constant, the
|

|

|

:

|

|

|

over time. Factors affecting faculty growth and change were considexed in
|

the”?brmation of =he model. These include (1) tenure denial, (2) death and

retirement, (S)Qtaking a position elsewhere (outmigration), (4) mid-careser
)
*a »

%




change, and (5) new hires. The model is able to take total rates for
‘.~tenure denial, outmigration, and new hires and apply them to a distribution.
among the different age groups. - These distributions st to unity and can

be altered upon input. ’

The model utilizes & total tenure denlal rate and a tenure denizal

distribution .or the age cohorts 30- 34 and 35-39, Limitations on available
data forced us to develop our model in this manner. It was assumed that
most tenure decisions were made on faculty members less than age 40.
Further, it was assumed that'a de;isign whether or not to award tenure was
usually made within seven years. Thus, we decided that in our model two
age cohorts would be subjected to the tenure denial rate distributions.
Since most decisions on‘tenure are made before the faculty member reaches
his late thirties, the model assigns more denials to the 30-34 cohort than
the 35-39 cohort. . *

® -

The empirical death and retirement rates are the most straight-

forward of all those used in our model. In the younger age cohorts these

rates exclusively represent death rates, while in the older cohorts they .
1 represent a ccmbination of both death. and retirement. TlLese rates are

applied directly to the population in each age cohort. . \\»

in our mccdel, the total outmigration rate is applied to the total

popﬁlatLOn. This vields the total number of EaEulty members who will leave
the population that year. This total number is then distributed tdfoughout
the entire population according to a distribution spacified by the analyst.
The total outmigration rate and the distribution of odtmigrants can be

changed independently of each other for analysis.

Ih.an effort to bring as much reality into our model as possible,

] .
we have incorporated a mld-career change rate. Generally, after the tenure

deCLSion has been made, some faculty members have second thoughts concerning
their careers, as evidenced in the outhigration rates. In addition, special
incentives could be provided to make people leave the university between

ages 40 and 50. We depict the results of such an inducement policy through

hyuothetlcal mid-career change rates.

The total new hire/replacement rate is applied to the total number

of faculty members who leave the population. First we determine the percertage
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of all outmigrants, tenure denials, nid-career changes, .etc. to ke replaced
with new employees (9.g., 80% to 105%). In our mcdel we assume a steacy

state andé use 100%. This yields the number of faculty merbers to be hired. .
These new hires are then distributéd among the age cohor:s according to a
distribution‘specified by the analyst. Since new hires to a faculiy are
asually young persons g}th advanced degree;, it stands to reason that the
two youngest age cohorts should receive the most new hirés (7C%) . In this

L
- analysis we used hire rates reported in recent ACE data.

The model accepts as input, in addition to theé previously mentioned
rates and distxibutions, a base population distributed by age cohort, the
bage year, and the number of five-year periods which are‘to be projected.
The model is &esigned to accommodate differing combinations of rates,
distributions and base populations. 1In addition, at the analyst's option,
the population table, showing all changes in the population, and the
popuiatioh histogram can pe printed at one year&%ntervéls. with still’ 8
another 6p;ion, the model will automatically set a scale for the populatibn

histogram or one may be specified.

Our analysis was carried out using adjusted rates from Cartter
and McDowell and the Berkeley Faculty Fl Model.4 We utilized a hypothetical
base population Srom ACE data grouped according to the Carnegie classifi:a:ion‘
of Research University I as reported by Falmer. Thi§ gave us base Ege

- distribution data in commonly accepted five~year groupings.

Effacts of alternative tenure denial rates

éxperimentation with our model revealed that the total tenure
denial rate sesmed to be the most sensitive. Figure 9.15 shows the input data
specified for a projection using a normally distributed base year gopuléhion‘
Pigures 9.17a through 9.17¢ report projected distributions for three‘gibe-
vear intervals. The projection is produced by assuming a 1% annual total
tenure denial rate combined with a 1% total outmigration rate and a 1CC%
total new hire/replacement rate (steady-statd model}. The resulting
popﬁlation has a large number of faculty members in the oldest zohoris and .
a few in the younger cohorts. The bulk of the pogulation has rassed shrough
the years of tenure decision unscathed and now represent a large sroug of

faculty meribers aged 45-60 who are Seginning to consider retirement.

- ‘ 189
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The same base distribution was analyzed under alternative assump-
tions. Although we do not display the results, we ran the model with a 5%
total tenure denial rate with everything else the same as with the first
projection. We found a bi-medal distribution beginning to form. The
upper portion centered around those aged 55-59 who had already been granted
tenure during or before the bdase Year. The lower pvorticn centered around

those aged 30-34 whose tenure decisions had not yét been reached.

‘

The final projection assumed the implementation of a 9% total
tenure denial, with the other rates held the same as in the two previous
projections. This time the orojected population exhibiéed a decisive
bi-modal digtribution. A large void in the middle age groups resulted from

a large tenure denial rate to faculty in the tenure-decision years.

Aftef analyzi;g‘projections done at the 1%, 3%, 4%, 5%, 7% and 9%
levels, we decided to use a 4% annual tenure denial rate throughout the rest
of our analysis, as it seemd to make the projected populaticn more normally
distributed, and as it approximates the averﬁge tenure denial rate at several

of our case institutions. \

s

The next task that was undertaken was to examine how the rates

used for d.ath and retirement affected population outcomes.

Effects of alternative death and retirement zates

Tor this portion of our analysis, the death and retirement rates
for the olde;t three cochorts were manipulated, while the rates for the
remaining six cohorts were not changed. We andlyzed three projections
differing only by the death and retirement rates applied to the three
oldest cohorts. The first assumed rates of 5%, 10% and 40% for the 55=39,
60-64, and 65-and-over age cohorts respectively; tha second projection
assumed 7.5%, 20% and 60% respectively Zor the same age cohorts; and the

last projection assumed 10%, 30%, and 75% respectively for those cohorts. 4

, It was determined that to cause a significant change in the
ccmposition of the population, the death and retirement rates Zor “he
oldest three cchorts had to be changed drastically. 32y drastically, we are
regerring to abogt a 10-15% increase in the death and retirement rate oY

. age cohort. This represents & major policy decision <o be made by the

institution concerning mandatory retirement ages and incentives Sor early

retizement.
o . . ‘ 193
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D€fects of alternative outmigration rates .

We also analyzed the result of assuming an increase in the total
outmigration rate. Populations were projected using a 1% total outmigration
rate and a 3% %otal outmigration rate. These projections revealed that the
model is sensitive to changes in éhe outmigration rates, and a bi-modal
distx;Sution of the population again results from increases in this rate.
The combined effects of higher death and retirement rates coupled with the
3% total outmigration rate préduce these results. MNoreover, we feel that a
3% total ohtmigration rate is beyond that which can be expected in today's
economy . For this reason a decision was mgde to keep the total outmigration
rzte at the 1% level throughout the rest of our analysis. (In most institu-
tions the rate probably does not exceed 1.5%!) Rather than assuming a large
increase in this rate (which applies to all age groups), one could instead
effect changes in outmigration by inducing mid-career change for people in
specific age groups--those ages at which outmigratioq.will be worth the

effort and money spent inducing people tJ leave.
3 B
Effects of altermative mid~careexr change rates .

~ -

We next tested the model's sensitivity to changes in the mid-career

‘change rate. We thought that this factor would affect the upper end of the
population distribution over time, as well as have an immediate impact upon
younger faculty memﬁerS. We expected the number of older faculiy members
to decrease as a result of nid-career change, while the number of younger
faculty would increase as a .result of the greater proportion of new hires

and replacements being made in the younger age groups.

Projections using 1%, 2%, and 3% respectively as mid-career change
rates substantiated oug nypothesis. rFor our analysis, we decided to use
mid-career change rates of 2% since this projection yielded a fairly normal
population distribution, and we hardly believe that a higher rate could be

induced, no matter how much money a university or college might spené.

Effects of alternative rates on an older oopulation

After obtaining rates by using our model on a normally distributed
faculty, we decided to see what happens with a population which is distribwted
differently. We chose to use a faculty with a mandatory retirement age oi

62, whose median age (45-49) was older than in the normally distributed
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population: We used the distribution of oneé’ of our case institutions

applied to a population of 1000 persoms.

’
Trom previous experimentation we had found that total tenure
denial and outmigration were the two most sensitive factors in our model.
It was decided that regardless what the base population distribution
happened to ke éhese'iates appeared appropriate. (See the orevious

discussion of tenure denial and outmigration rates.)

Figure 9.18 depicts th input data specified for projections using
an older faculty. Alternative §rojections of this older faculty distribution
were made usingfl%, 2% and 3% mid-career change rates respectively. The 1%
Qrojection for a

9.194.

fifteen-year period is illustrated in Figure 9.19a through
?he projections describe a faculty beginning to grow younger as the
result of the mid-career change rate.  The faculty must pess through the
As a ;e;ult, fewer of them move into the

¥

This also yields-vacancies which are usually £illed by

mid-career changs "£filter."
older age conorts.

persons in the younger age groups.

The idea behind selecting the proper mid-career change rate is

to move out a few faculty members before they enter +he upper age cohorts

. while at the same time keeping the number of new hires in the younger conorts
»

at an even replacement level. We find it hard to imagine a mid-career

change rate greater than 2-3%.

We produced projections using 4% total tenure denial, 1% total
outmigration, and 3% mid-career change rates, while varving the death and
retirement rates in the upper three age cohorts. The first projection,
which used 5%, 10%, and 40% respectively for the throe oldest age conorts,

resulted in most faculty members reaching the mandatory *et-rnment age at €5.

The next projection, which used the 7.5%, 20%, and 60% levels,
gave us a gcod d;strlbutxon ameng the faculty ponulat-on. The numnber of
persons reaching :he mandatoxy retirement age was cut -n half, hut the
younger faculty age jroups did not "bulge" since they st*ll had to pass

through the tenure denial and mid-career change "£filters."

The final projection, done at the 10%, 30%, and 75% levels
respectively, left us with only a fifth as many people reaching &

retirement age as the first orojection. In addition, the number of faculty
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members in the younger ‘age cohorts was growing too quickly, Therefare, we
decided o set the death and retirement xate for the oldes. age cohor: at 87%
(splitting the diffexence between 60% and 75%) and to use 10% and 20% for

the 55-39 and 60-64 age grcups respectivei&. This was decided in an effor:
not to drastically change the faculty to a younger one by allowing large

numbers of new hires to enter at "the younger age cohorts. - J

Testing the imbact of the "proper" rates

N

We broduced prpjectiops using the 10%, 20% and 67% death and

&'retirement ratéé. In &he first project.on we used the older faculkty
distribution as the base pogulation (Figures 9.20 and 9.21a-9.21d). In the
second projection we used a normal population distribution k?iqures 9.22

" and 9.23a-9.23d). The slight bulge in the 55-59 age cohort results because
of the numker of five-year projections carried out (three periods). If a

_ fourth projection had been done, in each population the bulge would have
disappeared af;er the death and cetirement rates had been applied tofthe
cohort. In each case, ﬁhe population distribution smooths out as a result
of the application of these rates. This result could enable an instztution
to plan more effectively :6: faculty staffing since year-to-year fluctuations
in new staff requirements-;ould be minimized. Further, this projection
shows that an "old" faculty can ke made younger, and a “young".faculty can

be kept from aging, through the application of the “proper" rates.

Certainly this dods not mean that these are the rates wgich shoul

,

be sought at every institution. Rather, they descrime the changes that
can be brought about through specific changes in policy. The type of Zaculiy

desired will change from institution %o institution and thus so will the

desired retirement rates.

»

Increased retirement rates can cause substantial proportions of

-

oldar eohorts to leave, but because of the small size of these cohorts and

their proximity to the nandatory reﬁi:emgnt age, these increased rates

L . . / - : 3 - " .
nave relatively minor impacts upcn the fiumber of new hilres that can Ze mace.
To n ke major changes, the ratcs véu;a have to be boosted %o ridiculously
- ¥ "
nigh levels., :
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Figure 9.23a
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_ retirement, as well as the distributions among the cohorts for new hires
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Our model shows that tenure denial and outmigration are the most

sensitive of the rates. The >ther rates--mid-~career change and death and

and outmigration--should be thought of as the "fine-tuning" in the effort

to obtain a desirable faculty population distribution.

Administrators are reminded that although our model (through
the proper. selection of rates) yields a particular poEulation, other
factors must also be considered. For egample, how can an institution
realistically obtain a 20% death and retirement rate in the 60-54 age cohort?
Certainly, it cannot control the death aspect of the rate. This Jz2aves only
retirement. A system of incentives must be established to make retirement ,
an attractive alternative for 20% of that age cohort. This involves not
only a policy change by the institutior, but also financial planning to go
along with the desired change. Clearly, in today's economy, a university
cannot afford to make a wrong decision concerning the cost of such a policy

change.

vhat can be seen from this exercisa is that manipulating the
prope. tates can vield just about any population distributiorn an institution

dasires. Whather these rates can be obtained in practice is another question.

As we have discussed earlizz, the total tenure denial rate is the
most sensitive rate in our model. An administrator might think that by
inéreasing the tenﬁre denial rate 3 desired population distribution could
result. We have seen, however, that when the tenure denial rate is increased

to a high level, the population takes on a bi-modal distribution.

Other reasons that an instituti :n might not consider a high

tenure denial rate include: (L) it discourages faculty from coming to a
uﬁivezsity because of its policy of not cranting tenure, and (2) the faculty
population distribution will result in fewer faculty members in the middle-age
cohorts since few are granted tenure. 3Joing to the other extreme and choosing
a low teriure denial rate is not the right approach either. A middle range

for this ternure denial rate must be obtained in order to minimize difliculties

and produce an institution's desired pcopulation.

+
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In practice, too faw older faculty members are affected by a
policy which banks on high retirement rates. Basically, this is because of
the expsnse inveolivad in obtaining nigh ratirement rates. We £ind it nard to
believe that even those institutions where cost is no object will be success-

x

£ul in obtaining high rates of retirement.

We found in our analysis that the mid-career change rate seemed to
wurk well for institutions which wanted to cut back the number of faculty
approaching the near-retirement éears. We éo not know of any programs now
in effect which induce substantial mid-career change. Although manipulation
of mird-caresr change rates is possible in our model, in practice--even in an
effective program--it may be difficult to obtain the rates which we have

used.

an analyst might want te increase the outmigzation rate bevornd
what we believe is the market-induced level. The result of this increase
will not represent much change at the older faculty ages, We suggest
“keeping this rate at.the market~induced level for almost all institutional

analysis.

Working with these rates is, in many ways, like tuning a UEF

talevision station. The total tenure denial and outmigration rates can gec
you near the mark, while the mid-career change and early retirzment rates

can be used in "fine-tuning” your faculty picture.

Possible changes in the model

“

Our model is intended to descriks general changes in the distribu-
tion of faculty members, using rates and distributions describing academia
in general. For a specific institution another model, one dealing with one-
year age groups, years-to-tenure rates, cromotion rates, etc., would be

cmore appropriate. The model used in this analysis was merely intended for
analyzing the results of different ccmbinations of rate sexting to test

the impact of alternative policies on &ypical population distribucions.

Yore sophisticated mocdels have been develore., and an instatution
seriously considering early retirement options should analwvze its oroposed
policies thrcugh the application of one of these models. At leas* one model

1 .

33 avarlaple to interested organizations: The Cniversitv,of Southern
California Faculty Flow odel, available from the C2ffize of Instituticnal
' (3 ,‘

.
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Studies, University of Southern california, and déveioped by Dr, Paul Grgy.s

The model) is based on individual cases as opposed to age-cohor+t distributions

. of faculty. Instead of using a tenure denial rate, this model makes use of

a probability distribution for the determination of tenure, and thus requires
a record of tenure history. The model is applicable to schools with facul-
ties of up to 200-250 personms.

A second model, developed by David S. P. Hopkins at Syanford,
foi;ows changes in the age cohorts of the faculty.6 ‘A Markov-chain process
projection of faculty population distributions can only be done with rates

obtained from historic data._

a

A third model, develéped by R. G. ScQLoeder, also uses faculéy a%e
cohorts ,in making projections.7' Through linear programhing techniques,
optimization of faculty use and salary costs can be obtained. This moéel
has several inputs, perhaps the most interesting o? which is student course
demands. This demand is then reflected in the numﬁe{ of faculty members

needed to teach in that particular field on a yearﬁtg-year basis.

We urge all those with further interest in these models to
examine them and, where appropriate, make variations in them to suit their

specifiz needs.
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10. CONCLUSION

4 - T

The Promise of Early Retirement and Mid-Career Change

L
»

Early retirement's appeal has waxed and waned during the pagt few
years. At first, early retirement was billed as a way to save mod@y:at the '
same {ime a faculty was revitalized, by replacing worn-out academics with ,
new, vigorous ones. Whether anyone really believed this could be done is
hard to say. In practice, institutions_found they saved little money because
the retiring person usually had to be replaced, and in some instances i
highly valued faculty left. Further, the practice of inducing someone to
retire waé challenged as tantamount to firing an employee. When word of
these problems began to circulate, some institutions backed away ?rom consi-

" dering increaged benefits early retirement. .

At the same time though, a number of institutions, both public und
private, inside and outside of academia saw induced early retirement for
what it was: a way to encourage 3 few people to retire early. These
organizations saw that by carefully setting benefit levels, by clearly
stating the terms of the early retirement provision, aﬁa by appro;ching‘the
proper employees in the right way, thers was an advantage to carrying out
an iAcreased benefits early retiremenF plan. Certainly, this'scheme ;lone
would not dramatically change the nature and composition éf‘ﬁheir workcforce
or faculty, nor would it save them a great deal of money, but it would
permit a few important replacements. These organizations saw severai .
advantages. On the one hand, for a modest expense, a few poor performers
(who might be hurting pora;e)'could be encouraged to leave, as opposed to
being fired. Thus cbuid permit hiring new employees with needed skills
during times when staffs were ctherwise not increasing. On the other hand,
increased benefit early retirement could nuke it possible for some individuéls
who wanted to retire early (but who might not have enough years of service
to produce a decent pension) to obtain the financial means to do 50. In 2
few cases, even when replacement employees were hired, the organizations
saved & little money; but almost unanimously these organizations poiqt out

. ._that saving money should not be the primary reason for adopting an incentive
;;rlz\:etirement scheme. Rather, if an organizaﬁ&on wants to make a few

Y

qualitétiz? adjustments, early retirement can help.
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Mid~career change is another story. Few firms have programs to
facilitate mid-career change among employees at higher levels of education
and responsibility. Most retraining at higher levels is directed at highly
valued employees whom the firm wants to retain. There is a general reluctance
to‘make additional investments in unproductive employees who do not have
tenure and who can be terminated, transferre@ or encouraged to retire.
Institutional programs for faculty retraining are a recent developmenti
These, however, are not »areer change progr_ms per se, since the retrained
faculty genc Lly continue within the same institutions or systems, though

perhaps in different departments.

Our research suggests that early retirement and mid-career change
are potentially useful tools to be used by academia in its attempt to
encourage turnover in the faculty ranks. However, these tools are only two
of saveral that should be usad for this purpose. As our faculty flow model
shows (and as the models used by others also depict), the early retirement
rate has to be boosted quite high to make much of an impact on a faculty in
quantitative terms. Similarly, induced outmigratiocn in the middle-age
groups has to be several percentage points per year to permit extensive
hiring of new employees.‘ We doubt that eithg the early retirement or the

mid-career change rates could be boosted high enough in practice.

Extensive turnover can be induced by reducing the raté at which
renure is granted (or in our model increasing the rate at which it is denied),
but there is a practical limit to the percentage of young faculty members
that can be denied tenure. This is for two reasons. First, although high
tenure denial rates will cause high turnover (even when faculty size is held
constant), that turnover will be limited to the under-fecrty group. Second,
excesslvely high ternure denial rates will undoubtedly have an effect ugon the
labor supply. Even graduates who have the ability and drive to advance may
avoid entering academia if they see tenure denial rates set to maximize

turnover.

Before jumping on the early rxstirement or mid~career-change band-
wagon, institutlons must be certain as to thr 2 needs, the ctrice they are
willing to pay for turnover, and hcw changes in the early recirement and

mid-career change rates will affect faculty flow at their own institutions.

-
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We recommend that each institution considering these options examine its

current faculty age composition by field, its tenure-gianting rates, its
outmigration rates, etc., and use these findings to calculate the impact of
various mid-career and early retiremént options. An institution may £ind
that its staffing problems will be ameliorated by the natural aging of the
faculty during the next five to ten years, or it may find that one of the

options described in this report can be helpful and worth its cost.

Summary Evaluation of Early Retirement Alternatives

Evaluation criteria

In order to judge the effectiveness of an early retirement alterna-
tive, it is necessary to consider it in relation to a set of evaluation
criteria. The criteria derived during the design stage of this project still

hold. Thev are:

Funds freed by the alternative. Will there be sufficient funds

freed to nife replacement faculty members? For how long will these funds
be available? Our research suggests that the benefits (in terms of cost

savings) to institutions often were overestimated when early retirement

 programs were initiated. It will be essential to identify clearly the

quantity of funds freed by each alternative.

The employee replacement xrate. Another way to express the amount

of funds freed is to translate those funds into the numbers of persons who
can be replaced. This measure is not identical to the first criterion
because bere one considers the number of persons who select an alternative.
While one option might free more funds per early retiree, another option,
though releasing fewer funds per person, might appeal to more employees and
thus free more faculty positions. While some institutioné may view these
options as ways to reduce their budgets, others may view them as ways to
increase turnover. The employee xeplacement rate within departments and

within institutions is thus an important criterion.

Retirement income and annuity level. From the perspective of the

potential early retiree, the level of the retirement annuity is perhaps the

most important criterion. The level of that income should be measured in
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two ways: (1) early retirement annuity as a percentage of normal retirement
annuity, and (2) early retirement annuity as a percentage og pre-retirement
salary. An additional factor mighc be considered. Sinceé some of the early
retirement options include a part-time employment provision, the level of
retirement income and of retirement annuity income must be distinguished.
Under a partic;lar option, a retiree may receive greater benefits but may be

required to work part-time.

Administrative feasibility. Administrative considerations include

the need (if any) for changes in pension legislation or basic personnel
policy before a scheme can be implemented, the source of funds with which
to finance the olan, the discretion to reallocate released funds, etc. A
related question is whether the early retirement alternative can be used to
select the right employee without undue disruption to the institution.
Specifically, will deans and chairmen see early retirement options as -
sufficiently attractive that they will encourage the "aporopriate" faculty -
members to investigate them? If a faculty member ogts for one of these
schemes, will the department benefit and not only in a financial sense?
Turther, are the alternatives reasonable when the age structure of the
faculty is considered? In some cases there may be no age-structure problem.

In other cases the normal sequence of events may correct low levels of

retirement.

Legal feasibility. Aany early retirement plan must be designed with

cognizance of its present and potential legal implications. Will the proposed
alternative invite charges of ?iscrimination from persons who feel that they
are being forced to quit working because of age? Such a suit (as we have
discussed in Chapter 7) could be brought against an employer under the Age
Discrimination Employment Act of 1967. How do the alternatives stand in
relation to ERISA laws and to Sections 403(b) and 415 of the Internal Revenue
Code? Specifically, how may the supplements be purchased and paid to the

employee? What are the potential tax problems? ’

Political feasibilitv. Institutions considering early retirement

alternatives must recognize that potential political problems 2xist. ©On the
one nand, employee unions {(or faculty associations) may react 2gainst an

2arly retirement provision if it appears to infringe ugon job security. <OCn
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the other hand, they may support early retirement as an employee benefit.
Depending upon the nature of the pension system, approcval of early retirement
Sptions might have to be obtained from external sources. For example, some
universities and colleges must deal with legislatures that control retirement
plans; in those cases early retirement provisions must not appear to be a

gift of public funds.

Market feasibility. While each program alternative may appear

desirable from a cost and administrative perspective, each may not be equally
responsive to the needs of the labor market. Early retirement schemes that
include part-time employment provisions must also be evaluated in terms of
the ability of the labor market to absorb these persons. ~Another factor
must be recognized: although an early retiree may.not plép tc reemploy on

a part-time basis, the totential availability of employment, if needed, may

influence the decision to accept early retirement.

Meeting the criteria

Although each institution will have to develop its own analysis of
AN
the pros and cons of various early retirement alternative, we have attempted
to evaluate the alternatives described in Chapter 1 by thée criteria presented
4

above. The ten alternatives discussed earlier include:
1. Full-Salary Annuity
2. Severance Payment
3. Individual-Based Annuity
4. Group=-Based Annuity
5. Individual-Based Annuity with Partial Employment
6. Group-Based Annuity wifh Partial Employment
7. Continued Annuity Payments
8. Severance Payment with Continued Annuity Payments
9. Liberalized Benefit Schedule
10. Continuation of Perzuisites

Table 10.1 summarizes the following discussion of the degree to which each

of these alternatives meets the criteria.
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Alternative l--Full-Salary Anhui;x, This alternative frees few

2unds because the employee's salary is being continued. However, for long-
term employees with substantial pension accumulations, a moderate amount of
funds may be freed, and this is of course a plan with a high acceptance rate.

Unless money is no object, however, few emplovees can be replaced under this

option because few funds are released per employee. Of course, the employee

who retirass under this option has a high income replacement level. Such an

option is easy to administer since the organization in essence selects

people to participate. There may be legal problems because of the limitation

N
on the amount of funds that can be added to one's pension at retiremert.

There may be political problems as well, since other employees may see this

as a payment to an employee for poor performance. The question of market

feasibility does not applv since the early retiree wolld not be reemployed,

nor would he need to reemploy, because his retirement income would be

substantial.

Alternative 2--Severance Payment. This alternative often frees a

sizeable portion of the early retiree's salary line since the lump-sum

payment may be equivalent to one year's pay. The emplovee replacement rate
Yy

is high under this option for two reasons: (1) a substantial portion of an
employee's salary line remains afcer this alternative is financed, and (2)
the option typically appeals to a sizeable number of employees. This option

produces a medium to low income replacement level since one year's salary

is spread over several yearxs. The option is relatively easy to administer,

as eligibility criteria are easily defined and there are no problems such as
finding part-time employment for the early retiree. There should be few

leqal problems, as the precedents for this type of payment have been clearly

spelled out. Since the potential retiree will receive less than full salary

at early retirement, there should bes only moderate political difficulty with

this option. However, some persons may still see this as a reward for poor

performers. There may be possible market feasibility questions associated

with this alternative, as some persons may resist acceptance of the option
if they fear they may not be able to reemploy on a parz-time basis should

the early retirement income not be sufficient.

Altermative 3--Individual-Based Annuity. Although freeing fewer

funds than the severance fayment scheme, this option may free a moderate
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amount of funds, depending upon how generous the supplemental payments are.

The option also frees sufficient funds per early retires to have a medium

. employee replacement rata. Because the supplement is paid for life, a medium

retirement income level is achieved. There are some administrative difficul-

ties with this option, for example, encouraging the "right" persons to take

early retirement. There are no exceptional legal problems with this option,

although an institution needs to consult counsel about the way in which to

finance the supplemental payment. Again, there may be some political

opposition to paying people'to retire, but these persons will be trading a

higher income from employment for thé retirement annuity. Market feasibility

may be an issue, as persons who fear they may not be able to obtain part-time

employment after retirement (if nedded) may reject this option.

2

Alternative 4--Group-Based Annuity. Like the individual-based

annuity, this scheme frees a moderate amount of funds per early retiree and

obtains a medium replacement rate. A higuer replacement rate among lower-

paid employees might result since this alternative would pay these persons
comparatively higher annuities if they retired early. These early retixees

would receive a medium level of retirement income since the supplemental

payments would continue for life. There may be fewer administrative problems

with this option since the structure of the benefits schedule may encourage
the "proper" employees to volunteer for early retirement. There should be

no exceptional legal problems, although the option may be less than politic=-

ally acceptable.' Tt .re may be opposition to paying the lower-paid employees

larger supplemental annuities if they decide to retire early. There may be

some concern about market feasibility if the early retirees feel they may

need to reemploy eventually. In some fields reemployment possibilities are

limited.

Alternative S--Individual-Based Annuity with Partial Employment.

This option provides a greater early retirement income to the early retirese,

but this causaes only a low-to~medium amount of funds to be frsed for the

hiring of a new employee. Consequently, only a low to medium emplovee

replacement rate obtains. Although the emplovee's retirement income lavel

may be high (perhaps even reaching 100% of n.s cre-retirement lncome),

he must work partz-time to obtain %nat inccre. Administering =his option may
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be troublesome, as the institution will have to arrange for an employee to

be retired and then rehired (or some variation of this). No unusual legal

problems should arise, and the major objection again shogldibe the issue of
paying someone to retire eaxly. However, since the persormn is stil; employed

on a part-time basis, this objection should be less severe as a political issue.

Since the person is being reemployed, market feasibility is an issue. There

must be something worthwhile for. the reemployed person to do.

Alternative 6--Group-Based Annuity with Partial Employment. The

evaluation of this option is similar to that of the partial employment plus

individual~based annuity. A moderate amount of funds is freed. There is a

low to medium employee replacement ratio. The employee receives a high

level of retirement income. There are no unusual legal problems. Few

political questions are raised, but there must be a market for the retiree's

skills.

Alternative 7--Continued Anpuity Payments. Since the only

commitment the institution makes to the early retiree under this option is

continued payment to his annuity, there is a great deal of Zfunds freed .er

person. However, few persons are expected to elect this option, so the

employee rerlacement rate is low. The early retiree receives no salary

supplement (only a continued institutional contribution to his annuity

program), so he receives no early retirement income. This should be an

easy alternative to administer, as the level of additional benefits is

modest and there are no salary supplements. The legal guestions revolve

around the way in which the payments are made to the employee's annuity

account (counsel should be sought). This is a politically feasible
alternative, as the additional benefits are modest and should not cause
concern among other faculty members. Hcwever, this option may be acceptable

only to employees who have the option of reemploying after rutirement.

Alternative 8--Severance Péjhent with Continued Annuity Payments.

Depending upon the size of the severance payment under this option, there

may be a medium=-to-high level of funds freed per early retiree. Because of

the severance payment, this would be an attractive option and should producé

a high employee replacement ratio. The early retiree's earlv retirement

1ncome would be modest and would depend on how the severance payment was
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made. The option should be easy to administer unless there is difficulty

in deciding the size of the supplemental payment. The legal guestions are

related to the way in which thg severance payment and annuity payments are

made. There may be a few political problems,'depending upon the size of

the severance payment. If the supplemental annuity is small, the option

may:gppeal only to perscns who are able to reemploy after retirement.

Alternative 9--Liberalized Benefits Schedule. This option frees

few funds since in most cases any across-the-board henefits level could not
be raised high enough (because of costs) to cause many people to retire

early. Although a full sélary line would be ;eleased per early retiree,

there would be few new emplovees hired because few persong would elect this

option. There would be little change in the level of retirement income with

this option because increasing funds for all retirees results in little

increase for any particular person. This would be a difficult option to

implement because it would require modification in the basic retirement
program, not meraly an 4ddition for certain persons. There would be no

exceptional ldgal problems. The change would be politicaily acceptable

since it would affect all employees. Market feasibility may be an issuke

if the early retirees terminate a number of years before the mandatory age.

Some persons may do this only if they are somewhat confident that they

could raemploy if necessary. -

¢ N

Alternative l10--Continuation of Percguisites. This alternative,

though it ‘would free close to 100% salary funds per acceptance, may ot ke

sufficiently attractive to encourage additional ?erﬁons to retire early.

Consequently, there probably would be a low emplcyee replacement rate. The

option would have little or no impact upon the size of one's annuity, except

as 1t might reduce one's out-of-pocket expenditures. It would be easy to
administer since it would not affect the basic retirement plan. It contains

few if any legal difficulties and should be solitically acceptable sirce it

would apply to all retirees. Acceptance of the option may depend upon

market fecsibility to. the extent persons feel they may need to reemploy

elsewhere.

what early retirees ‘say N P!

. Almost all the early retirees we interviewed were satisiied wich

their d7cis:on. Moreover, a majority said they were happier now than they
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were before retirement, and most said that retirement had had no negative
effect on their stardard of living. In addition, nearly all the early
retirees were satisfied with the provisions of their early retirement
arrangements, and most were satisfied with the administrative handling of

their retirements.

These findings might be challengad by arguing that these persons
were trying to justify their decisions. We disagree. 1In the first place,
the interviewees were unusually enthusiastic in their comments about early
retirement. Secondly, our finding about early retiree satisfaction agrees
with the findings of other studieS.l The respondents in our study were
somewhat cdiffereat in that they were induced or encouraged to retire early:
but still, they had a considerable degree of conirol over their retirement

decisions.

We are not suggesting that early retirement is for everyone, or
that 1t should be forced on people. Academics frequently express a desire
to continue working beyéndthenmndatory retirement agézz and our interviewees
agree that early retirement may be right for some but disastrous for others.
Nevertheless, we feel there may be many additional faculty members who could
benefit from early retirement if it were offered as an option in more

.

institutions.

what institutions say

Private firms, which have had much more experience than universities
with incentive early retirement, are quite frank with their assessment of
the option. They use it to txrim the work force when necessary, to get rid
of employees who are not maintaining productivity, and to fulfill other
management goals. It is not that all firms are ruthless about Using this
option, but increased-benefits early retirement is quite often seen as a
version of termination pay: employees are being paid to sever their

relationship with the organxzatxon. In fact, business and industry tend to

~favor the one>~tame, -ump-sum payment because it is a clear statement of

what will be due the employee.

. rirms that use incentive early retirement (often one-time offers

available for a limited period) are generally satisfied with the arrangement.
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Their complaints center on the uncertainty of the aumber Jf persons who will
take the option and on the axgument that poor perfs&rmers shiould be fired
rather than given a bonus for resignation. On the whole, firms.see this as
just another cost of doing business, ﬁnd one that can be recouped through

N

v improved efficiency of operation.

Although hard data are difficult to come by, most firms report
that the gain is worth the cost. Xgain, they report that this is not a way
to save money, but a way to realign the ;ork forte. These firms stress
that increased-benefits early retirement should be used with discretion and
with a clear realization of what it will do. Most of the firms that have
used incentive early retirement in the past reportﬁthat they will use it

again in the future, if necessary. -

»

Increased-benefles early retirement is less widespread in academia,
although regular early retirement (with an actuarial reduction) is available
at most colleges and universities. Where incentive early retirement has
been used, the experience has not always been satisfactory: There have
been few acceptances of the arrangement at several institutions. When
faculty members do accept, some institutions have found that it has cost

: more money than it has saved. .

On, the other hand, other institutions (with perhaps more realistic

expectations) have found that induced early retirements have permitted

important new appointments, have removed some unhappy employees, have

improved morale, and have not cost a,great deal in the process.

We should note that at one institution, where early retirements
N ware arranged years in advance, ;omﬂ persons agreeing to reotire early
later changed their minds. Business and industry may have the right idea
when they encourage an employee to make a decision during a short, fixed
period. Although we racognize the importance of planning ahead, trving to
fix a.person's early retirement age a decade or so early may not be a

fruitful endeavor.
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/ ~ DISSEMINATION AND PROMOTION

/ h
~
o N

~~
~ “
In previou? research and throughout the present project we found

L] .
that few academics were awaze of their pension B afits. When informational

v

Brochures had been sent to }ndividnals they were often unaware that they had ’
received them. Even faculty members very near retirement wWere uncertain of
their pension benefits. In a few cases they_thought they were eligible for

benefits (such as Social Security) when, in fact, they had never contributed
3

v

to that program and were therefore ineligible.

At present, retirement is being discussed more often (and earlier
in one's oaxeer), but it is still an unpopular topic. Theze are few gakers,’
£o£ example, wheo a:retiremant preparation program is oflered. Mid-career

R -
change is discussed even less frequently, and since there axe few formalizqd
options, discussions about mid-career change are bound to be vague and ger-
haps misleading. -

AS part of this-study, wWe were recuested to oroduce two brochuxes:
one aumed at potential early retirees and career changers, and one dl actad
at administrators. thile dissemination plans are not yet Ei:m,_some
approacheS axe self;évident. ,ach brochu.a will be written for a sgecific
audiance (faculty members or admznxst_ators), sach group will be adv:sed
about the brochure prepared for the other, ané both brochures will-be made-
aveilable to anyone who requests them. Furthermore, under oonditions to ke
announced br* NST, copies’of this tachnical report wi}l ke available.

At acout age 30, people bagix to reassess the age at whioh‘:h Y
plan to zetiza. Furtler, i€ early retirement is o de effec:iue in orening
uo the Eacuiiz *anks fo new employees, jersons need to be encouraged £s

ratirs between age 35 and &0. It is assential, ¢ erefore, to gét the earlv

retizement brochuwes to perscns nearing age S0
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On the othe; hand, if mid-career chan;e is to be effective in upen-
ing the faculty ranks, and indeed if persons are to have enough work éears
left to make a change possible,"the largest audience should be those under
the age of 50.

The way in which faculty members recéive the brochures is quite
important. Industry and academia have used a number 2f approaches to inform-
ing employges about early retirement: general announcements have been sent

- to all employees, specific individuals have been notified of the availability
of the option, and a number of variations of these have been tried. Although
NSF cannot single out "appropriate" individuals for early retirement, indi-
vidual éepa:tments might do so. It is, however, essential that local use of
these brochures not be seen as a move to force certain people to retire.
This, in fact, is how early retirement has been‘perceived'at some institu-
tions. .

We know that the most effectivé wa;\tq encourage someone to retire
is to have the matter brought to the individual'sﬂsttgntion by his superior.
on the other hand, we desire that early fetirement femaig\a vo}untggx deci-
sion. Given this dilemma, we should embark on a dissemination program which
puts brochures into the hands both of individual faculty members and of key
"supervisory" personnel, such as dé;ns and depuartment chairmen. A number of
options for doing this are enumerated below. These can be used in a variety

‘of combinations, depending upon cost considerations and other priorities.

o
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II.

Distribution Ontions

Mailing to individuals

A.

.

Mail faculty brochure to individuals, using selected institutional

lists (e.g.. Ph.D. granting institutions) and selected faculty lists

(e.g., AAUP, TIAA-CREF). This strategy will also reach persons nét
/
in the target group, since there is no easy way to produce an age-

’ specific mailing list. Because of overlapping lists, it will also

produce some duplication. It will, however, result in very wige

'distribution.

’

Mail administrators' brochure to retirement officers, key adminis-
I3

f
} '
trators (e.g.. vice-president for atademic affairs, deans) and de-

partment chairmen, at all or selected cateqories of institutionms.

Bulk mailing for further distribution

A.

Mail faculty brochures to pre-selected campus distributicn points
v {

(e.g. library). This is best doge in combination with a’general

! 4
announcement that the brochuresjare available at that place (see

J !
"Advertising," below). '

|
When mailing individual copies af administrators' brochure. include

)
multiple copies of faculty brochhre and request that they be dis-
: 4

tributed to faculty members in aﬁpropriate age categories.
\ t

s L\, . . |
Contact central administration of institutions and ask if they

. . . . | .
would be interested in distributing faculty brochures within their
\
institution. ‘ b :
Contact other organizations and request that they act as distribu-
T :

tion points for the faculty brochures.\ Examples are local chap-

ters of a faculty organization or un.on and professional associa-

tions in fields of special interest to NSF. Both this and the

v

1
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preceding options have the advantage of being cheaper than direct
mailing to individuals. To be effectivg, however, they should
inc%ude 2 set of "instrugtional materials" on appropriate distri-
bution pr gdures to individuals, so that the central distribu-
tion point does not become <nly a central dumping point.

Contact organizations of college and university administrators

and request that they distribute administrators' brochures to their

members. Although an option; this is probably less efficient than
direct mailing for this target group, since the numbers are smaller
than for the faculcy brochure, and the high-priority institutions

are easily identified.

III. Advertising

A.

Place advertisements which offer to mail a faculty brochure directly

to the individual. Ads placed in media such as the Chronicle of

Higher Education, the AAUP Bullecin, and discipline-specific media

can offer to mail a brochure on reguest. This is an expensive
option but assures that the most interested individuals will re-
ceive the brochures.

Place advertisements which announce the availability of the faculty

brochures at campus distribution points. This would be used in

conjunction with one or more of the bulk mailing approaches de-
scribed above. It would increase the effectiveness of the bulk
mailing and would lessen the probability that someon? at the campus
distribution point would merely dﬁmp the brochures.

Place advertisements which announce the existence of the faculty

administrators' brochures and solicit distcibution points. In this

approach, the adverﬁisement would merely he a prelude to one of
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the bulk mailing and local dissemination approaches described

above.
IV. Educational and scholarly activities to promote the brochures

A. Journal articles. The co-princiral investigators of this pro‘ect

will be publishing articles on these issues in scholarly anéd pro-
fessional journals. The existence of the faculty and adminiscra-
tors' brochures will be mentioned therein.

B. Professional meetings and conventions. An effort can be made to

place the topic of early retirement and mid-career change on the
program of appropriate meetings, at which NSF personnel or their
representatives can speak. The brochures can also be made avail-

able at these meetings. This might be followed up with visits to

specific institutions which have expressed interest in the topics.

The Rhetoric of bissemination

The brochures, as presently drafted, are only the first step.

Until the. precise audiences and the various costs and benefits involved in
reachinghthese audiences in differen% ways are thoroughly discussed, it will
not be possible to put the brochures into their final form.

The brochuras have been written in a relatively bland fashion
because these dissemination strategies have yet %o be defined. A more defin-
itive tone Aéeds to be devised for the £inal versions. For example, the tone
can be either informal or scholarly. If %he former is chosen, consideration
should be given to including anecdotés which illustrate masor points, and
even visual illustrations. If the latter course is chosen, the role of tne
present study should he highlighted, more charts and %ables included and,
perhaps, " %ypographical format chos;n which is similar eo =hat 2f a journal

article.
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In either case, the appellation "brochure" will bé inappropriate
to the final product. The drafis are already longer than most brochures.
An alternative designation, such as book or booklet, should be adopted so
as not %o mislead potential readers. We suspect that such a designation

would prove more attractive to most academics in any case.
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(ADMINISTRATIVE BROCHURE)

CAN EAKLY FACULTY RETIREMENT OR MID-CAREER CHANGE BENEFIT YOUR INSTITUTION?

~

I. #HY EARLY RETIREMENT?

Many corporatlons, universiéies, and other institutions have developed
early retirement plians to help deal with the problem of reduced operating
budgets. These organizations find that a significant number of employees
are willing to retire a few years early if given some additional financial

incentives. This enables the organization to save the difference between

“the employee's salary and that incentive payment.

’

Other organizations use early retirement as a way to open their rarks
o persons with new, needed skills. Employees.with outdated skills or whose
productivity has declincd are given the opportunity to retire earl{, with
increased annuities or lump-sum payments, then replaced by a person with
more current or more appropriate skills. This move has saved money for
those orqanizations where the annual early retirement payment plus <he
galary paid to the new employee add up to less than the retirad employee's

former salary,

Universities and colleges have found this arrangement to be one effec-
tive way to operate within a reduced budget or to permit more flexibility
}n staffing. Some instiéutions have used early retirement to open the
faculty ranks to recent graduates, women, and minorities. Shilts .a aca-

demic focus are also possible, as faculty in sne field retire early, enabling

the university <o hire faculty members in the Zields where Zemand 15 greater.
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Two Types of Early Retirement

Most university and college faculty members already have the option
to retire early, under provisions of the present retirement system. But
like employees in most businesses (as well as under Social Security), faculty
members who retire early must agree to take a pension somewhat smaller than
the one they would have received at the normal or mandatory age. This re-
duction in pension adjusts for the longer time during which the faculty
member will be retired and compensates for the smaller amount of funds that
has been paid into his or her retirement account.

Other institutions, looxing at early retirement as a possible way to
reduce staff size or open up positions for new employees, have recogaized
that relatively few persons will retire more than a year or twq early if it

means a greatly reduced retirement income. These institutions have sought

’

ways to provide additional retirement income, in the hope that by

>

increasing early retirement pensions, more persons would be enco.-aged to

ot

retire v91untarily, before reaching mandatory retirement age.

Usually, this newer type of early retirement arrangement is not operated
as part of an institution's basic retirement program. Instead, the institu-
tion pays for this a&ditional retirement compensation through general funds
or through the retiriné employee's salary line.

Whil;»this arr.agement has permitted scme institutions to reduce their

staffg, or to reduce staffing in one field and increase it in another, and

often to effect some cost savings, it should be noted that few institutions

have saved a great deél of money. Usually, few funds are left to pay even
a less expensive replacement, after the retiring employee has been compen-

sated for terminating early. Nonetheless, some institutions have found




ERIC

° T

decline. A number of persons may retire early (while others are retiring

thé increased flexibility in sfaffing worth the coat. In other instances

induced early retirements .haVe proved valuable by making positions available

for new employees.

The age structure gf a faculty is another important factor. Models

of faculty flow show,that increasing early retirement among faculty members
usually has (by :;felf) only a modest impact upon the age composition of

the faculty. B? in those cases where the faculty is relatively young and

1
tenured, even 4 slight increase in the percentage of early retirements can

/

be highly valuable. Careful planning is essential, because an induced early

o,

retirement today means one less normal retirement tomorrow, so that an insti-

.

tution must expect a temporary rise in the retirement rate followed by a

—

at the mandatory or normal age) then, although some faculty members may
retire early in later years, fewer will be available to retire at the mand;-‘
tory age. Institutions where early retirement programs have been set up do \
not usually experience ~holesale turnover in the faculty ranks. Because L
relatively few persons opt for these arrangements, tHe age structure Of the
faculty‘remains basically unaffected. ’ .
A major turgover in the faculty ranks is pr-bably not needed at most
institutions. Instead, space is neeled into which a few key faculty members
may be hired. Case studies .indicate that early retirement may be able to
provide this at little or no cost, depegding upor. such key variables as *<he
level of increased benefits paid to the early reti?ee and the salary zaid the
replacement employee. ﬁ ‘ l
These early retirement arrangements have not :lways been easy <o adrinis-

ter. In some cases there hus been confusion about who was to handle the

negotiations. In =ztlier cases the arrangements were nct clearly understood or
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%Paperworﬁ delayed some retirements. The costs of these progtams depend
upon the specific individuals who retire early, and without prior experience,
it is difficult to estimate the numbex of persons who will elect the option.
Because of this, it may be necessary to limit the period during whrich the
program is open.

Our present state ‘of knowledge indicates that induced early retirement
can benefit both the institutions involved and the early retirees themselves.
But while it is zertainly a policy worth investigating, an institution must

realize the limits of what induced early retirement can accomplish.

What are the Options?

Reqular early retirement. Most organizations with retirement plans
have available an option that permits an employee to retire early with a
reduced annuity after meeting minimum age and service requirements. These
options h- ‘e encouraged relatively few persons to retire early bacause the
reduction in benefits may be substantial.

Lump-sum payment. This option is frequently used in business and indus-

t:y,bging made available to a whole class of employees to encourage retire-
ments duriné periods of reduced demand. Typically, employees are offered
the equivalent of up to two years of salary paid within one year, if they
retire early. In other cases, where employees are involuntarily texmi;ated,
this payment may be part of the severanée arrangement.

Increased or supplemental annuity. Used occasionally in industry, and

more widespread in academic institutions, tnis option encourages personnel
to retire early through the payment of a lifelong periodic¢c annuity. This,

when added to the reqular early retirement annuity, approximates the annual
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income the employee would have recsived had he or she remained in_employment

to the full retirement age (but normally assuming no.salary increases).

- § -
Part-time emolovment. This option, found both in business and in

academia, is not as widespread as lump-sum payments and supplemental annuities.
It is sometimes used to retain the sgervices of highiy valued individuals who

[ ‘.
wish to reduce their workloads. In other cases, where it is not possible
to finance an increased annuity, part-timé employment is used to supplement
the early retirement annuity.

Continued benefits. Although continuing employee benefits after

retirement is not (strictly spéakinq) an early retirement option, it has
been used in conjunction with other early retirement options to make,e;rly
retirement more financially attractive.. Continued benefits alone are sel-
dom a sufficient incentive for early retirement, but continuing an‘garly
retiree's health or life insurance g; providing office facilities, free
parking, etc. may sway pers;ns already inclined to retire early.

Cost-of-living adjustments. When inflation is high, it may not be

sufficient to provide only an increased annuity. The early retiree may
require a guarantee ¢f continued purchasing power for his/her annuity,
whether the dollar amount is increased or not. In recent years, with infla-
tion at'such a high level, some institutions have found it necessary to
provide cost-of-living adjustments to earl§ retirees. These may be full

or partial adjustments, provided in conjunctioh with regular or increzsed

annuities.




Comparing the Alternatives for Early Retirement Prog.ams

Pros and Cons

Regular Early Retirement.

Zro

This arrangement generates lit-
" tle or no additional cost to the
institution or reti;ement systém.
The early retiree receives a reduced
pPension to ccmpensate for the

longer time during which he "illvbe
retired and for the smaller amount
of contributions he has made to the
_ system. (NOTE. In some sy;tegs:

if large numbers of employees retire

early under the existing provisions,

the system could experience finan-
cial_problems,sincg the early re-
tireﬁent rate assumed in the actuar-
ial valuation of tge syst;m could be
exceeded.)

* This option is relati;ely ;asy
to ad?inister, since no changes frem

A

existing arations should be needed.
It - 14 also be relativé}y

easy to predict the number of persons

who would elect this option, as a

function of past acceptance rates.

Con

This option is: unlikely to .
increase the earl; retirement‘rate.
A;though advertising the option
migﬁt encourage more Qeople to g
ﬁake it, no great increase should
be expected.

Furthermore, m&ét people who
exercisé?%his optioé do so oniy a
year orvtwo before gormal retire~-
ment, because the benefits provided
for retirement five or more years
before the mandatory age are often
too small.

-Benefits c;uld be increased
across the hoard in some cases (¢
(especially w&t% defined benefit
plans), but this makes the increases

permanent. Were the early.retire-

ment rate to increase, it might

.beqome higher than desirable over

the long run.
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Lump -sam

Payment

Pro

Con

-

Industry tends to favor this
option, because totai payment per
early reti:ge ig easy to calculate.
Usually it is a multiple of the
early retiree's an;hal salary:
often double.

It is bagically a one-time
commitment to the employee, and the
agreement is unaffected by infla-
tion rates or other changes after
the termination date.

This altermative can also be
made available for a limited time.
Manyegirms using the arrangement
offer'it for a fixed period and
may or‘may not repéat the offar

at a later date.

|

Because of Fedefal Government
ruleq, the lump sum that can be paid
an early retiree is limited to two
years salary. The amount is tax-
able as income to the retiree in the

year received unless paid from a tax-

qualifigd plan.

In earlier days, when inflation
was more predictable, this option
was more attractive. Today, without
cost-of-living adjustments, employeeﬁ
may not agree to the option rore
than a year or two before the
mandatcry retivement date.

It can be difficult to esti-
mate the number of persons «who
will elect this option. Although
some firms have made remarkably accu-
rate estimates, poor estimates can
be expensive.

Also, larger lump-sum payments
mean fewer déllars availabie to use
in hiring new employees, if each new
hire's salary is being £inanced out of

the retiring employee's budget line.

. 20
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Increased or Supplemental Annuity

Pro

This alternative assures the
retiree a given amount for life,
*nd may encourage more persons to
retire early.

It may be possible to design
the program to make the option
particularly attractive for a cer-
tain class of employee. For

example, persons with lower sala=-

ries, compared with their colleaques.

of like age, might be encouraged

to retire if their annuity is based

on the average salary for the group.
Again, this could be a tempo-

rary option, made available for a

fixed period, instead of a life

annuity.

bt

Con

Without cost-of-living adjust-
ments, this option tends to encourage
retirement only a few years early,
and only a small percantage of em-
ployees may elect thi; option. With
cost-of-living adjustménts, the
supplemental payments becéﬁe very
expensive for the institution.

If a new employee is being
£financed out of the retiring employee's
budget line, the more generous the
supplement or the cost-of-living
adjustment ;o the retiree, the
fewer funds availabie for new em-
ployees.

It may also be quite difficult
to estimate the number of persons
electing this option, althouéh the
numbers can be controlled somewhat
by offering the option fer limited
periods of tims.

If a cost-of-living adjustment
is provided, this option offers fi-
nancial certainty to the employee

but costs the institution uncer-

2 7 1 (continued)
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. _Part-Time Employment .

inty about its e¢utlav from

year to year.

If the institution is able Ko -

arrange its program to guarantee only

-

a fixed cost-of-living‘adjusment

or otherwise places limits -on the
cost of the program, it may}become
a more reasonable alternative in ‘
temms of financial demand on the,

institution.

Pro

The part-time employment

option has a number of supportexrs

L 4

. -

who see this as an opportunity
for the employee to "taper off™

into retirement. Besides easing

the individual's transition be-* )

tween employment and retirement,
this option may also ease the

-
»

-

instrtution's transition between

employees.

0

In addition, this

option permits the institution

1

Con

There are several possible

drawbacks :o this alternative. An .

.

important one is that it may free
insufficient funds to hire a replace-
ment employee. Of course savings
mighl be centrally pooléé and then
reallocated, or they might. be com-
bined within a Aepartment to permit
the hiring of replacement employees.

Another point: this option may

L ]
not free up the office space used v

g " . to retain needed skills in shor= the part-time retiree. Unless the
) supply. . edrfy retiree or the new =mplovee
\ {continued)
‘ 3
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This can be one of the least
cps;ly arrangements for freeing
up needed positions. If the
early retiree begins to draw a
retirement annuity, the part-time
employment may result in a salary

not only in excess of the manda=-

' tory age annuity but also larger

than the employee's previous full-
time salary. The primary costs
to the institution are the part-

time salary and the replacement

-~

salary. The cost savings, of

course, depend upontthe detiails of

i

the early retirement’ scheme.

Continued Benefits

\
i
i
! |

are asked to share space there will
be increased demand for space.

At least one major institution

assigned part-time retirees to "less
than desirable®” positions. This
demonst:atés that. appropriate part-'
time positions may be difficult to
create, especially for a person who
is being induced to retire early
because of limited interest of out-
dated ski&ls.

On the other hand, some early
retirees want to retire entirely.
They are not interested of part-
time employment, no matter what

the: task.

Pro

Providing continued benefits
such as offic; space, use of libra-
ries and athleticvfacilities, may
act a; an additional incentive,
but benefits alone may encourage
only a few eacly retirements.

¢ This option indicates that

the institution is concerned about

273
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Con

This arrangement is not usually
sufficient in itself to encourage
early retirement, although it might
persuade a few undecided persons.

Furthe-, it may not be possible
to provide all the benefits requested
For

by prospective early retirees.

example, it may not be possible to




1

1\
P
[
|

the personal needs of the early previde office space to both retiring

¢
retiree. It is a way to encour- and new empl?yees.

1

age the former employee to keep E
N

in touch with the institution. ’ ]
This option would add only '

e amw e

minimal, cost to the other options. ' \

Cost-of-Living Adjustments )

' Pro : Con
?oténtially one of the most IZ£ no iimits are pléged on the
i
important variables, this provi- amount of adjustment, this could
sion may be one of the few which become an eﬁpensive alternétive. On
.

could effectively encourage per- the other hand, if the adjusgment is
sons to retire more than a year too small, few people will find it
or two early. a worthwhile incentive.

Wpile cost~of~liviny adjust- . Also, larger adjustments‘mean
ment might be added to existing féwer funds available for hiring
[}
%arly retirement provision, that énd paying new employees, if tpe new
alone may not be sufficient econo- employees are being financed ogt of
mic incentive. More effect would the retifing employees' budget‘line.
result from a cost-of-living adjust- Furthermore, this arrangement

, TWent {or a partial one) added to a requires a conti.:uing financial

modest increased annuity. commitment to be made to the reﬁiree,

2 situation some institutions would
rather avoid. For this reason, the
one-time lump sum severance approach

has been judged attractive by most

institutions.
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Other Modifications

Some institutions have modified payment formulas so that larger early
retirement pensions are paid to persons with lower salaries in‘comparison
with their colleagues of comparable ages and lengths of service. This,
in theory, will attract those persons who have advanced up che ladder more
slowly.

Other plans have been designed to attract older employees (by giving
more weight to an individual's age) or employees with longer service by

giving more consideration to years of service).

pers SREE ., ¥

£:ill other modifications include restricting benefits to persons who
have attained a specific age or who have been employed for a minimum number
of vears.,

All these requirements are intended to make the early retirement

arrangement appeal to & specific category of personnel, to control the cost
of the option, or both.
A final control on cost can be obtained by limiting the option to only

those persons who elect it during a specific period of time.

A Note on TIAA-CREF

Many faculty members are covered by the retirement program of
TIAA-CREF. This is a defiqed cuntribution plan in which an annuitan. s
benefits are determined by his contributions plus any contributions of
the employer and the investment incume of the retirement fund. A par-
ticipant can choose ‘to retire early under this program, but the benefits

will t nommal rstiremant age.

m

h P O - ) T -y pem tu
lewer than thoss payable

&
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Institutions which participate in TIXA-CREF could, if they so
desired, institute an increased-benefits early retirement program to
supplement TIAA-CREF. Such a program coulé contain any of the options
This

we have discussed, and could be administered in .a variety of ways.

program would be separate from the TIAA-CREF program.

Legal Questions

The P_- Discriminacion in Employment Act of 1967 prohibits age discrimi-
nation in separation from employment of persons 40 to 65 years old. If age
is the detemmining factor in inducing early retirement, liability under
the'Act could certainly be shown. However, if reasonable factors other
than age can be demonstrated (such as higher labor costs of older employees
and objective evaluative criteria), or if the provisions of an existing
retirement plan authorize the induce.snt of early retirement with substanti&l
benefits under published procadures, the chances of an institution being

found liable are reduced. Involuntary early zetirements are risky; as

the prospective retiree becomes more willing, the risk subsides.

Administrative Problems

"

Retiring early is not a dscision to be made lightly. It must be
handled smoothly if personnel are to accept the arrangement. For example,
in one institution where early retiremcnts were not nandlecd well some’
persons eager to retire early had their applications delayed. In other
instances, too many individuals or offices were involved, making the pro-
cess awkw..3 and frustrating for the person retiriﬂg. The result was that

- other prospective early retirses were discouraged from applying.

>
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Where possible, one office should be designated to handle the early
retirement arranguments and to serve as sole contact for the early retirees,
bpth bafore and after retirement. Early retirement is both an academic
and personnel issue, and inséitutions may recognize a need to assign an
academic officer wilo would work with retirement personnel in processing
+~hs applications.-

Departments or colleges may oppose early retirement optiuns unless
they are to receive the funds released by the early ret.:ements. When these
funds revert to a central administrativ: pool, deans, directors, or chair-
men may be reluctant to encourage early retirement for their faculty,
since this may mean a net reductiéh in staff.

The retirement system managemenit may oppose the option if the
prngram would face increased costs f;om 2 large number of early retirements.
In at least one case we have sthdied, additionél early retirements could
cause the system to be unable to meet cﬁrrently obligated annuity pay-
ments. Because of this hazard, the option could be made available for

a limited time only.

Evaluation

An institution considering the increased-benefits approach to early
retirement should recognize that an early retirement does not always save
money, especially if the zetiree must be replaced. TFurther, some highly
valued employ:es may leave. Finally, the arrangement may not modify the
age struvc.ure of the faculty to the desired degree. In fact, the impact
of an early retirement scheme may be tempc:ary, as more -ersons wﬁo would

.

otherwise retire at the mandatory age retire early, resulting in fewer

retirements in years to come.
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Also to he considered is the fact that some employees oprose che
concept of early retirement on principle. If there is even a hint that
early rgtireéent may not be voluntary, widespread faculty occosition
m.z'.gh.t arise.

On. the other hand, early retirement can save money if the retiree
need not be replaced. In a few cases, even when an individual is replaced,
some Schemes have saved money for the institution. 'However, financial

savings should not be the primary goal of early retirement schemer.
v

Perhaps most significant is the fact that early retirement schemes

nay permit a number of qualitativelv important appointments. while allowing
ineffective and disaffected individuvs's a graceful exit. In the long run,
these schemes, if administared defily, should have a positive effect on

faculty morale.

[N
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II. FACULTY CAREER CHANGE

Institutional Interest in Mid-Career Change

Colleges and universities have losy exparienced a two-way exchbange of
personnel with government, industry, philanthropic instituticns, and non-
academiz re;earch organizations. Though the relative ease with which
such moves have been made in the past has sometimes led to the temporary
or permanent loss of a valued faculty member, few would argue that the
result has been an?thinq’but a net gain for the vitality of teaching and
research in academic institutions,

With the end of the érowth era in higher education, collegés and uni-
versities now have an additional reason to be interested in the floy of
profeusors inéo non-academic jobs: it is potentially a way to increase
the number of éositions available for young academics. Another problem

of the "stsady §tate" (the existence of large numbers of tenured faculty

members in disciplines which are experiencing'debréased demand) is addressed

e —— . -~

by still another soluﬁ&on: re-tfaining for continued service in a new

specialty or a new discipline which is still experiencing high demand.

!
Two Routes tolgare:>\5haﬁée

‘

™
The vast majority of professors who choose to leave academic life for
somd other kind of‘work do so on an individual basis, without the interven-

tion of any formal program. Relatively little systematic research has

"

been done on the phenomenon, and the ways in which institutions can'

intervene to encourage or facilitate the process are not known (other than

£

the obvious "carrots" and "sticks" which are regulafly employed in insti-

tutional settings).
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Two other routes to sareer change, however, are also utilized by
faculty: internship and fellowship programs which provide a "visiting"
experience in a new work setting, and retraining for continued academic
work in the same institution or statewide system, but in a different

specialty or discipline.

Internship and Fellowship Programs

A number of opportunities exist for rrofessors, on leave of absence,
_to experiment with new kinds of work in new settings. Though the programs

which support these activities are seldom explicitly directed towar2 career
w7

change as a goal (their overt goals are the enrichment ¢’ +he professor's

experience and capabilities ox these of the host organizatioﬁ), a sub-
stantial minority of recipients are known to remain in the organization

they were placed with or in a similar organization outside the acédemic

] . R

world. Examples‘of such programs are the Economic Policy Fellowships of
the Brookings Iéstitution and the Congressional Science and Engineering
Fellcwship Program of the American Association for the %dvancement of
Science. (A list of such programs can be found in "A Se¥ected List of

Major Fellowship Crportunities and Aids to Advanced Education for United

States Citizens," prepared under contract with the Nationzl Science

Foundation by the Fellowship Office, Commission on Human Resoufces,

National Research Council, NMational Academy of Sciences, Wéshington, 9.¢C.).

Since these programs are generally administered outside the instizu-

tions where professors ara employed, .ne2 zolleges and universitias have

»

little control over the selsction of appropriate grantees. It is likely

that the selection criteria used by funding and host agené;es will be

counterproductive £ .4 the perspective of an institution which would lile

- {

l : 250 .
ERIC, S L

Aruitoxt provided by Eic:




to encourage career change: the fellowship or intexnship proqr;ms will
select the most creative and promising candidates, while the academic

institutions would like to encourage career change among the least pro-
ductive faculty members. ~'On‘ly if the goal is to increase gross turnover
in specific disciplines is it in the institution's interest to encourage
and facilitate the utilization of such trial periods of work in alterna-

tive settings. -

Retraining Programs

o

A recent development is the institutional program for retraining of
faculty memoers. These programs have emerged principally from institu-

tional desires to reduce or abolish selected academic programs, while

X

maintaining commitments to faculty members by retraining them for work in

O .

. ) ¢
fields which are in demand. Although the program Sfresently exists only
in a few institutions, it is Being planned or seriously considered in a

L]
number of others. ' i

.

while not precisely a career-change program, because the érofessor
Y

-

continues in the same institution or system, it does offer an institution

1

the flexibility to reallocate resources to more productive uses, in a

&
b

fashion which is likely to bolster the morale of faculties faced with

-

N

the spectre of retrenchment.

Major Features of the Progrzms

Funding. The faculty member remains on the payroll at his/her

regular salary for the period of retraining. Additional ex~
penses, such as educational fees and books, moving expenses.

etz. are paid out of a special fund allocated to the prograh.
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In Some,bases, the fund also pays the salary for a replace-

i

ment faculty member in the originating Gepartment. .

Scope of Training. This varies from retrainiag in an allied

speclality within the same discipline to training:for an
entire{y new, unrelated discipline. The latter is less common

in existing programs, but does occur when tha interests and:

2

prior experience of the professor warrant it (e.g., a history
professor who, as an undergraduate, had switched into history

I .
from chemistxy for health reasons, but who had continued an
interest in history ofisciencey retrained. to teach chemistry).

Most programs involve one year of full-time study in a con-

\

ventional graduate program; sometimes, the one year full-

time-equivalent is distributed over more than cne academic

» . b
year. On occasion an advanced degrees. is earned, but more

s ,‘:?

often this is not a program goal.

Locale of Training. In a graduate-level Zinstitution, often

near the home institution; rarely within the home insti%ution.

Application and Decision Process.° Proposals arn submitted by

s
» .

the prospective retrainee to a committee established to screen

|
applications. Sometimes there are committees at both the

institutional and'system level. These proposals are often the
. .2 , . .
result of stimuli from others within the institution (depart-
ment chairmen, deans, etc.). The propoéals ace invariably
1}

preceded by or concurrent with negotiations with the prospec-

" tive receiving department, to establish with certainty the

‘existance, level, obligations and prerequisites of ‘the posi-

tion which the retrainee will hold in the regéiving department.

>




*

Where the;e(is an intention to have the retrginee be a member
of both the originating and the receiving departments, both
are involved in the negotiations.

Placement. Placement is rarely a separate process. Generally,
the only candidates selected for retraining are those for® ‘
whom A new piacemeat, in part or in whole, has 3lready been
worked out. Sometimes, however, @etailg'about joint appoint-
ments, courses to be taught, seniority, etc., rem;in to be

decided even after the ma’' r decisions on retraining and

. placement have been made. These are potential trouble spots

which need careful attention.

Program Provisions Reguiring Special Attention

Nature of the Retraining Program. Care must be taken to

assure that the level and scope of training are adequate
to meet the appointee's new responsibilities. In one inst%-
tution, the receiving department, with the consent of the
retr;inee, retained a fa;ulty gesber from the same disci-

- Pline at a respected neighhoring institution to assist in

designing the retraining program and to act as a mediator

“between the retrained professor and the receiving depart-

-

-

ment, The arrangement worked well. '

Level of Support. Existing programs provide full salary
>
. and benefits to the retrainee, plus educational and inci~

, .
dental expenses. - One institution places a formal maximum

of $3000 on the latter, §ut has been known‘to excede this

.

amount in special gircumstances. In some cases, a replace-

t
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ment faculty member (usually at the most junior level} is

provided to the originating department. The consequences of
not providing such a replacement are unknown. Most of the
instances of which we know concern positions slated for re-

trenchment. The originating department thus had little leverage

»

on the decisions, while the receiving department generally

€

had a stronger hand. The matter may be 9ore complicated-

when the program is adm}n%ste;ed from a 2§stem central office
but requires the assent of institutional officers on the home
campus. In one such éase, there has been some reluctance §
to cooperate with ; proqra& which continues to pay a salary ’

to a facuiﬁy member who is, effectively, on leave. Thus,

system~wide and institutional interests may not coincide..
‘ﬂ-

. . ¥

Selection Processes. Thesa programs touch on matters which
N

are sensitive both from the institution's and the indiwvidual's

w

perspectives., Experience in two existing programs indicates

that these sensitivities may be best recognized and dealt

s

with when the selection process is handled by institution- N

wide committees with broad faculty representation.

Other Administrative Considerations. In both of the state-
wide systems which’ have ,retrainirg programs, a'béféon‘may
A Y

join a department'bnlé with the consent of that department.

This necessitates some mechanism for negotiating transfexrs

-
-
.

of retrainees.

In one of these statewide systems, tenure adheres 4o

i e

the individual within the institution and. must therefore

aghere to his/her new departmental position. Senjority,

<
however, which is specified in the system's collective 4




bargaining.agreement, adheres to the individual within

his or her department only, and thus would change upon

3

transfer to the new departmént. In some instances,. the
matter has beén so difficult to resolve that the ret;ained
'faculty member has .remained formally in the old; depart-

ﬁent, but has seryed} either full or part~-time, in the

* . . i T
new department, with provision for ccmpensating each depart-~ '

ment in proportiou to thg%professor’s‘level of effortE
~Any institution consxdering such retraining programs \
. must be sensitzvefto slmi;ar complipations arising out of

its own contractual arrangemtnts dith faculty members or
with faculty pargainlng agents. It is also realistzc{to

. A
expect diffic%lties in the early stages 6% such a Drogram,
stémming rrou the disciplinary and departme;tal modes of

academic organlzation and the traditional perspective

[l

which is not receptive to individuals crossing these lines
d
in hid-careef. Support,(on the other hand, is likely'to

d
come .from the increaged acceptance of thesnoti( of

v L]

” . . N [y
"faculty development“ as a legitimate activity of academics -
~

and of their institutions. .,

! Yo ‘

3 ’ y . . !
This report' is distributed with the intent of encouraging discussion

"1' oot . .
of early retiremeJt anu mid-career change. ' A similar brochure is beang.
: v e ’
distributed to faculty members, which addressfs the;r .specific concerns.
. Py \
A copy of that brochure may be obtalned by writing to the address below.

o~

A technical repor% may also be’ obtaxned from the same address.
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This broc¢’ ire was produced by Abt Associates, Cambridge, Mass.,

under a contract with the National Science Foundation. Principal

Investigators were Dr. Carl V. Patton and Dr. Joseph Zelan.
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(FACULTY BROCHURE) . ¢

’ , CAREER OPTIONS: ./
IS EARLY RETIREMENT OR MID~-CAREER CHANGE FOR YOU?

§ £

I. WHY EARLY.RETIREMENT?

Most of us plan to rstire. Eggg'fé the question. You may feel yoﬁ
want to work until a very advanced age, or ypu might be planning to retize
before the mgn;;tory age. Whichever way you feel right now, you will
eventually want to consider all of the retirement alternatives open to you.
Barly retirement is one of‘the things you should consider.

Today, nearly one-half of the faculty nembers in Aﬁerica retire before

the mandatory age for a variety of reasons. Some retire ‘early because they

£
X2

. . hayélatbér inte}ests:to pursue,-énd neeé the éime. Others say tﬁey have'.
grown tired of the academic life. Health problems motivate some to retire
early. The reascns are varied, but most early retirees say they're satis-
fied with their retirement decision and would retire at the same time if
they bad o make the decision again.

. While many faculty members (like many other American workers) have

_begqun to see personal advantages in retiring early, colleges and universities
have had to consider early retirement as a way to deal with tightening bud-~
gets. Early retirement also offers a way to open faculty r;nkg‘to recent
graduates and other academics with needed skills and qualifications. Aca-
demia isn't alone in encouraging people to retire early. In business and
industry, for somes time, and under some circumstances, employees who volun-

tarily retired early have been provided increased annuities or other supple-

mentary payments.

2@9 e
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TodaQ, increasing numbers of colleges and universities are looking at
the experiences of business and industry, and considering new early retixe-
ment options thé; might offer. Are any of these early retirement options
for you? This booklet has been prepared to help you consider the question.

- 3

Is-Early Retirement Right for You?

Eventually you'll mak; é,decision about retirement, even if it's just
to retire at the mandatory age. But there are some problem§ which can bé
gvoided if you plan your retirement. As part of those plang you should
learn what you can about‘retiring early. The options offered by some insti-

tutions now offer special early retirement arrangements. That is, plané

which offer faculty members an increased annuity or special payment if they
decide to retire early. TYour college or university may be one of those now
considering the adoption of a special early retirement provision.

o

>

What are the Options?

Reqular early retirement. Most organizations with retirement plans

have available an option that permits an employee to retire early with a
reduced annuity after meeting minimum age and sexrvice requirements. These
options have encouraged relgtivel; few persons to retire early, because
the reduction in benefits may be substgptial. ’

Lump-sum Payment. This option is frequently used in business and in-"

dustry. Sometimes the option is made available to a specific category of
employees, to encourage retirements during periods of reduced demand.

Typically, employees are offered as much as two years of salary paid within

25§é£353 )
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one year, if they retire early. In other cases employees may be involun-
°

tarily terminated and this §aymant made part of the severance arrangement.

Fe=)

Inc:easvd ox supplemental annuitx, More widespread in academia than

in indnstzy this option encourages eari; retirement by paying a lifelong

periodic annuity which, when added to the regular early retirement annuity,
Aapproximaxes the annuity the emplcyee would have received had he remained in ‘
'emplogment to the mandatory age (but normally assuming no salary increases

between early retirement and the mandatory retirement age;.

Part-time emploxggn;. This option can be found in bus1ness, industry,

imd academia, although it is not as widespread as lump-sum payments’ and

s;pplementai annuities. It is sometimes used to retain the services of

h{gg;y valued employees who wish to reduce their worklo?dsﬂ In other cases . .
it ;Lpplements an employee;s ez2rly retirement annuit§>when the inétitution

is not able to finance an increased annuity.

Continued bénefits. Strictly speaking, this is not an early retirement

option, althoush it has been used in conjunction with other options to make
early retirement more financial y feaszb* - While seldom the sole incentive
for early retirement, continued benefits such as health or life insurance,
office facilities, free parking, etc., may be important for some people.

Cost-of-living adjustments. When inflation is high, many people feel

ay increased annuity is not sufficient. They prefer a guarantee of the con-
tinued purchasing power of that annuity. In recent years, with inflation at
such a high level, some institutions have started to provide cost-of-living

adjustments to early retirees. These may be full or partial adjustments,

provided in conjunction with regular or increased annuities.
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what do the Early Retirees Have to Say?, -

During the past six months Abt Associates personally interviewed

faculty members who retired under special early retirement options. What

2
2

they told us can be useful to you in deciding whether to take an early
retirement. The thoughté of 53 early retirees are summarized below Jr used
to outline the pros and cons of each alternative. Although the comments are

drawn from a small number of respondents, it is important to recognize that
. ny .

they comprise most of the group of American academics encouraged to retire

early through épeci&l incenti res.
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MOST RETIRED LESS THAN FIVE gEARS BEFORE REACHING MANDATORY
RETIREMENT .-AGE. ’ . . '

‘ Since ‘the mandatory ré;iéem;;t.aée for most of the retirees was 67 or

70, most of these academic early retirees terminated at about the "normal, §
retirement age" for busines; and industry. On thé average, the early re-
tirees retiredyabout four years before reaching the mandatory retirement
age at their institutions, and their average age at the time of retirémgpt
Qas 64. Many of the retirees, especially those who were eligible for

Social Security, did not feel they had retired "early" at all.

MOST ARE VERY SATISFIED WITH THEIR DECISION TO RETIRE EARLY.

o

A large majority told us they were very satisfied with their decision ) J
to retire early, and only one said he was not satisfied. All but a few said
they would retire at the same age if they had it to do over again. Most
ﬁ ¥

early retirees said that they enjoy the freedom and the time they have to
”

¢

devote to interests and activitias they never had time for while they were

working. Aiso, many are relieved to be away from the pressures and strains

of their university responsibilities. *

FEW HAD MADE LONG-RANGE PLANS FOR EARLY RETIREMENT.

In fact, over half began thinking ;er}ously about early retizg&zﬁt only
within the four yeais before they retired. One-fourth of the retirees had
been thinking akout early retirement for less than two Years before they
retired. Less than half of the early retirees, even those who had Planned

“ to retire early for some time, said they had taken specific steps to prepare’

themselves for early retirement, either financially or in any other way.

258,
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However, a nunber said that sufficient funds and an interest in things

outside one's current, university-related responsibilities were- vital in-

o
R P -

adients for a."successful" early retirement.
gr

- L]
.

¥

THE REASONS FOR EARLY RETIREMENT ARE VARIED. A -

%
The early retirees in our study. retired for a great variety of rea-
v . b
sons. Most mentioned several factors which influenced their decision. The
N * v
most common reason was that they had already developed, or else wanted to

29

develop, some interests outside their regular university responsibilities.

- Some had i; mind a specific project, such as finishing a book or research
project. Others said they retired to set new goéls for themselves and enjoy
a different lifestyle altogether. The second most commonly stated reason
was that they had lost interest in or no longer enjoyed their work, or else
were fatigued by the pressures that accoppanied even the most enjoyable
challengesf‘—ﬁany rétire;s felt that they already had sufficient finances ’
to reti;g,comfortably. In a numb_.r of other cases it was the special
ea;ly reéirement option which made early retirement financially feasible.

" About one-fifth of %he early retirees had a health problem or disabiiity
which contributed to their early ratirement decision. Of the six reasons

stated most frequently for early retirement, the gixth was a feeling that

they had worked long enough and deserved a changa or a rest. ‘ )

5 = 14
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FEW SA! THEY WOULD HAVE RETIRED EARLIEX THAN THEY DID, EVEN IF ¢
THE CCINDITIONS OF THE EARLY RETIR.EM‘EIN‘I‘ OPTION HAD BEEN DIFFERENT.
Although %eveqal of the early retirees said t£ey would retire earlier
.aunder the’same conditionéw(if they had it tﬁﬁdo over again), most of the
‘- early 2etixees would-not have retired eazller even if the conditions had
been different. Those who gave reascns said they would nct have been psy-
chologically prepared for retirement or else tha;‘they were too interested
or involved in their work to retire any earlier. On the other hand, about
' one-fifth of the early retirees said they would have retired earlier if
conditions had madé it financially feasible. ‘ t

AS RETIREES, THEY ARE INVOLVED IN A VARIETY OF ACTIVITIES. ,

Farly retirees are involved in many differjﬁé/;;pes of activities-*

recreational, creative, voluntees and professional. Most are simply devot~

ing more time to interests they have had all their lives. Others have deve-
loped entirely new interests. Many intezviewed in our study said that
there was hardly enough time .in the day to accomplish all that they wanted
to do. Only a few retirees said they did not have enough to do that was

interesting and challenging.

MANY ARE STILL ACTIVE PRCOFESSIONALLY. -

- <

‘s,

Two~thirds of ;he.early retirees interviewed had been paid for con-~
sulting or part-time’work sin;; their retirement. About one-half of the
retirees had been paid for such activities in thé current year. Many of
the early retireés were also doing unp#id volunteer work related to their

fields, or they were writing or conducting independent research.

7
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MANY ARE HAPPIER WITH THEIR CURRENT LIVES THAN THEY WERE WITH THEIR -
. LIVES JUST BEFORE RETIREMENT. “ -

.

- -

A majority of the early retirees responding to this question said

Y
they are happier now than they had been in the last few years before retire-

ment. Many said they are mors contented and relaxed because they now have
. . .

. éhe freedom ta d; what they want when they want. Many said :gat thdy are -
- glad ta be away from the tensions and pressures of the academic life.

.Others said they are just as happ&\as befoée but for differenﬁlreasons.

A few ;;re ambivg;ent, saying that there are pluses and minuses to both

working, and keing retired.

bd

MOST ARE FARING WELL FINANCIALLY . ’

According to most of the early retirees, there has been .no change in

their standard of living since retirement. The reason, most say, is that
- N \

although their gross income is lower, their “sgendqble“ income is higher. i
There are no more FICA deéuqtions for Social Security. Tgey don't have to
pay income tax on Social Security or on income from their own after-tax

contributions to retirement funds. Quite often their major expenses, o

such as the mortgage on the house and the children's living and educa- -~

& )
tional expenses, are behind them. Furthermore, the money they once

»

spent on clothes, lunches away from home, and commuting can now be re-
allocated as they wish. Many of the early retirees are concerned about
the potential effects of continued inflation, but a large majority said

that, so far, they have been able to live as well as or better than they

had expected.




. i
» x‘ .
COMPARING THE ALTERNATIVES FOR EARLY RETIREMENT PROGRAMS

-

. PROS AND coMS

-~ -

¢

-

Reqular Early’ Retirement

«
. - 2

} Pro - Con )
™is option is available today  The primary disadvantage of
at most institutions where it has this option is the reduction in the

>

probably been a part of the regular amount of the annuity. After &ll,

university or college retirement plan by retiring ‘early you will have con-

-

for some time. Its provisions are tributed less to the retirement plaﬁ
Ed : .

usually clearly stated. . Informacion and will spend more years receiving

>

about the option is usually easy to payments as a retiree.

obtain, and there may be recent re- o Unless you have other sources ' .
tirees +o whom you can speak about of income or take u part-time job,
their experience. you may not be able to afford- to Lo

-

Under this option, annuity pay- retire more than a few years early. .

ments will be made until death, al- Like almost all of these op- )
though the amount of each payment tions, a decision to retire early
will be reduced below those that through this prov1s%on is irrevers- .

3

would have been received at mandatory ible. Once Yyou begin to draw bene-

-

-

ratirsment. Further, the option £its it is highly unlikely that you
. probably includes a survivor benefit  will be able to reamploy at the ?
so that your .spouse can receive in- same institution. . S i

come if you die first.
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3 L 4 Lump~sum Séverance Payment i
-.‘. ,: o . x . . ‘
¥ ‘ E
Pro Con
In-this option, the early re- . This option may’'not be immed-

tiree receives a fixed one-tﬁue pay~ iately available. If it is not

.

ment (though it might be paicd out over typically part of the existing early
h 3 .

.as much a; one year). IZ appeals to retirement sche;e, you may need to
, business and industry for the same negotiate with your institution to
- reason it may appeal to g?Q: the pre- obtain this optionl (The other re-
‘ cise amount of the eariy ;;tlrement maining options listed below also
. paymen; is kncwa in adv;qge. ) suffer this disadvantage.)
. Depending upon your personal P You may‘be\aﬁle to retire onl§
circumstances, receiving this terui- " a year or twp early since your re-
) it -
nation pay in one installment may be  tirement pension is likely 'to be
-

- advantageous. For example, you might reduced somewhat. Cnly a personal
use it to start a businéss, to‘pufi cal;ulation can determine the.gx-
chase a recreation veéicle, to pay off’ tenthﬁq which the lump sum offsgts

. a mortguge, etc.. . the reduced dﬁn&ity.
\ " . . There could be tax disadvan-
' ) ““tages in taking th}s option, dépe;d-(
. ,
. ing upon the way in which the sev--
Ve ' i efance payment is made. Lump=-sum
X payments afe taxable in the yedi
. received Gﬁless the payments are
o . i , + from'a “taxX~qualified plan:“ In
. . . the latter case, more favorable tax
2 I R treatment will be: accorded the

. - P

Q - .
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!
lump-sum distribution.

Also, depending upon.the way in
which the payment is made, thare may
be an ;brupt and'substa;tial drop
‘in income at a later time during”:
retirement.

Since this paymenézis made in a
lump, rather than being made on an
_annuit; basis till death, it m:y be
e;hauSted prior to one's death. On
the other Hand, if agsurance Sf pay-
ment until death is important, an
annuity could Qg p;rchased with the °
lump-sum fhndé} A similar afrg#ge-
ment for a\survivor benefit could be
purchased, s%nce the one-time pcg#ent
would have no ;pch provision.

“An option stch as this may-be
offeréd’by'an institution 3%5 oﬁly
a limited'beriod (to respond to a
tomporary need), and  ou might have
to make your decision within a rel-

atively short time.” If you're not

“

prepared to act, you may have to

»

wait several years before the;optibn
\

is again offered, if it is offered

_again,

v
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Again, the decision is irre-

1Y - ~

- versible.

N B

Increased or Supplemental Annuity

.

Pro

Con

? N\
Many retirees appreciate this 5\

The disadvantages are similar

option because the increased benefits to the lump~sum option: v

are péid until daath and may include
survivor benefits.

Beé;ﬁke benefits under this op-
tion are paid for life (and may be
mare gene%é%s than the lump-sum pay-

*

ment), you may be able to retire

somewhat earlier than undeyr the

¥

lump~sum arrangement.

g

This option may not be immed-
iézely available. ) '

You may have a limited per;od
duripg which tp decide to take the

cption. ,
The decision is irreversible.
Some -annuities contain pro- .
viéigns for cost-of-living adjustments,
but this supplemental annulty may not.
If the on;‘you are 6ffergd does;'t

have this provision you might consid-

Ler thit a disadvantage, depending

-t

upon the size of the supplement. (A
large supplement without a cost-of~
living adjustment may be mora attrac-

. o
tive than a small one with an adjust-
b

ment., ',




“ Part-time Employment

Pro -

3 Con

For persons wio would like ©o re-
tire early but who do not have the fi-
nancial resources, or for those Qho

would like to taper off racher than )
stopping work abruptly, tﬁis might be
an attzacﬁve optien.

Part-time employment may bg
avallable at many institutions, al-

" though the arrédngements vary widely.
"Thi; option doés not regquire an
irmediate sepagation from the instit-
tu;on: It may serve as a trial retire-
ment uxder some conditfBns such that
one is not required to resign, but
ﬁay be reappointed on a year-to-year
basgis. -

Take~home pay (salary plus. the

early zetireﬁent annuity) may be the

same as before retirement.

3

“

Satisfaction with this option
seems to depend upon the nature of
the part-time p&sitionc Soms posi-
tions have not been satisfactory to
early retirees who thought the tasks
they were assigned were below their
abilities. i

Space limitations may regquire
a doubling up of office use. The
early retiree may have to share
space with other part-time faculty
members, and coordination problems
may Eésult;

There may be legal or adminis-

B trative problems with arranging

ﬁazt-time retirement, particularly
if the early retirea receives a
pension from and is employed simul-

tan’busly by the same institution.:




Continued Benefits

Pro

-

Benefits which are continued free
of charge, or at a lower rate than You
would have to pay on your own, <can

help make early retirement financially

mareifeasible. Health and life insur- ,

ance are particularly important to
many people.

Other benefits (library privi-
leges, parking privileges, office
spéce, secretarial services, etc.)
should not be overlooked as a.way to
reta;n a tie to your institution

and your profession.

Con

Alone, these benefits do not

make early retirement sufficiently '

attractive in financial terms. -

Cost~of-Living Adjustments

Pro ‘ .

If applied to a normal early
retirement annuity, cost-of-living
adjystments may allow a faculty mem-
ber to retire a few vears earlier.

. This provision gives the early retiree
more confidence in the size of the
early ret rement annuity in years to

coma.

300

Con

Since early retirement is
being financed out of § fixed pool
of money, cost-of-living adjustxents
may cause éhe early retirement pay-
ment to be scmewhat lqwer, to ccmpen-
sate for éhe cost of inflation gpro-

tection.




If applied to an incroased-
begofit annuity, cost-o£~living
adjustments may ;ermit you to ’ -
recire more than a few yea.:;s early,
by asauriog that your standard of
living will not decline during retire-

ment.

- Things to Consider . N

Many retizees fiod that their financial needs decline somewhat after
retirement, so that two-thirds to eighty percent of their retirement salary
can provide a standard of living after retirement comparable :gf{;at before.
However, it may'only be possible to get such percentoges of prérotirement
salary within a very few years of normal retirement age, unless supplemental
compensation is provided. ’

Not all college professors may be eligible for Social Securitv. Those

who were members: of public-amployee pension programs or other tax-exempt

institutions not covered by Social Security may not have sufficient Social
p ‘

¢

i
Security credit from covered employment. Also, since tho minimum eligibility l
~ age for Social Security is 62, some early retirees may not qualify for pay-~- |
ments until Several years after retirement. . 1
Tax breaks after retirement may increase disposable income but not 1
usually until ageiss. However, that portion of annuity income purchased by ;
your employer will be taxable to you after retirement. In ;ome cases you 1
will already have paid the taxes on your own contributions. In the case of
tax-sheltered annuities, you will be taxed when payments are éeceived. If
you receive a lump-sum Sevefance payment, it may temporarily boost you

in%to a higher income-tax bracket.
301
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Life expectancies are increasing. This means not only a need for
. <
" 2 )
income during a longer period of active retirement, but also that®even

large anngities may be affected by inflation.

The early retirses we sampled peinted out the importance of good health
in enjoying one's retirement. Further, the need for health insurance was

stressed. Health coverage as part of an early retirement option may be

important to you.

LS

Active retireses tended to continue activities begun before rétifément.

Thay adyised: cultivate interests before retirement. Diversity your

interests. g

r

Although they retired, many academics did not sever their relationship

.

with their college or university. Fringe benefits enabled them to maintain

>

contact.

r
\ ~
. A Note on TIAK:CREF

Many faculty members are covered by the retirement program of
TIAA-CREF. ?his i; a defined contribution plan in which an annuitant's
benefits are determined by his contributions plus any contributions of
tae employer and the investment income of the retirement fund. A par-
ticipant can choose to retire earlv under this program, but the benefits
will be lower than those payable .at normal retirement age.

Institutions which participate in TIAA-CREF could, if they su
desired, institute an increased-benefifs early retirement‘progr;m to
supplement TIAA-CREF. Such a program could contain any of the options

¥

wa have discussed, and could be administered in a variety of wavs. This

program would be separate from the TIRA-CREF proqrah.

-
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“ Evaluation

fo setire early is the decision made by more and more people. ’It
is a serious decision and one for which you may need assistance “Br ;dvice.
Perhaps the most important piece. of informa;ion is a realistic assessment
of your financial future. Such an assessment may reveal a need'for earl§
.. financial pl;nning. Funds invested for retirement need time‘to grow. ?33
little too late, the retirees tell us, can lead to family probleums. Thg%éé
increased benegits being offered by some colleges and universities have
made early retirement feasible for a number of acAdemics. Few seem to regret

-

théir decision. Maybe early retirement is for you.

. | R 303 o -




II. IS MID-CAREER CHANGE FOR YCU?

- Why Change Careers?

Many highly educated persons couldybe working in a different setting.
. Many do change in mid-c;reer. Some are forced to change, through circum:
stances over which they have nc control. Some wish they were elsawhere:
they have lot interest in their present work or work setting; they see no
chance for personal or careszr development in their preseg} work; they h%ve
daveloped new skills or would like to do so; éiey feel comfortable'about
turning back to an earlier intezest. .

Career change is noé a new phencmenon among college and universitf
faculty members.‘ In some disciplings there is a constant flow of personnel
between academic settings and business, government, philanthropic and other
non-profit‘organizations. Professors move :emporarily or Permanently,,

. .
drawing upon an array of available opportunities to find and try out alter=
Aative work an&zwork settinqs: visiting appointments, leaves of absence,

aé

internships, fellowships, etc.

N
-

In recent years there ha;e been attempts to iﬁétitute formal programs of
retraini;g to stimulate and facilitate these kinds of career changs. Th;
programs undgrtaken by colleges and universities themselves are preéominantlf
aimed at retraining professors for work in differxent d;sciplines or specialties )
within their present institutions or systems. Their goal is to distribute

faculty personnel in a fashion more closely reflective of Present studént

demand or antiéipated institutional needs.

27
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How Do I Learn About Career Change Opvortunities?

You already know a lot about alternative‘careers. You are aware of other
kinds'of jobs held by people with your kind and level of training. You may
have, on occasion, lectured or consulted for’ non-academic organizations; or
your colleagues may have done so. -

If you don't already know the standard routes to these career oppor-

. tunities (e.g., professional employment bulletins,agxofessional association
‘meetings), thoyagan easily be discovered by contact with the zppropriate pro-
feggional association or by talking with your academic colleagues who have

dealt with these organizaztions. If you have located an alternative career

- opportunity and wish to try it out before making a commitment, investigate
the opportunities your institution offers for leaves of abseace.
useful compendium of funded programs can be found in "A Selected List
of Major Fellowship Opportunxties and Aids to Advanced Education for United . 3g
States Citizens", (p..pared under contract with the National Science Founda- {

tion by the Fellowship Office, Commission on Human Resources, National Research

Council, National Academy of Sciences, Washington, D.C.). ' Of greatest rele-

vance to you will be the Postdoctoral Section and the General Section. This

document deals with all disciplines and fields, not just with scientific

disciplines. _

.

Institutional Retraining Programs °

A recent development, available in a few inscitutions, is the institu-
tional program for retraining of faculty members. Most of these programs
have emerged from institutional desires to reduce or abolish selected academic
programs, while keeping experienced faculty by retraining theh for work in

L 4
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f£ields currently in demand. Although the program exists in only a few

institutions, it is being planned or considered in others. You should be
. . . .

aware of the major benefits (and costs) of the program in case it becomes

available in your institution.

Major Features of the Programs

Funding. The faculty member remains on the payroll aé his reg;lar
salary for the period of retraining. AJditional expense;, such as
educational fees and books, moving expenses, etc. are paid out of a
special fund allocated to the program. In some cases, the fund also
_pays the, salary for a replacement faculty member in the originating
.departmaent.

Scope of Training. This varias from retraining in an allied specialty

within the same discipline to training for an entirely new, unreluted
‘ discipline. The iatter is less common in existing programs, but does
occur when the interests and prior experience of the professor warrant
it (e.g., a history professor who, as an undergradﬁ;te, had switched
- into history from chemistry for health reasons, buf who‘had continued

an interest in history of science. retrained for teaching chemistry).

r

i~

Most programs involved one year of full-time study in a conventional

-

graduate program; sometimes, the one year full-time-equivalent is
. ' distributed over more than one academic year. On occasion an advanced

degree is earned, but more often this is not a program goal.

Locale of Training. In a graduate-level iastitution, often near the -

. home institution: rarely within the home institaticn.

Application and Decision Process. Proposals are submitted by the

prospective retrainee to a committee established to screen applications.
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Sometimes there are committees at both the campus and system-wide
level. These proposals are often stimulated by others within the
institution (department chairmen, deans, etc.). The Proposals are
invariably preceded gy\or concurrent'with negotiations by the faculty
member with the prospective receiving department, to e;tablish with
-
certainty tﬁe existence, 1EVel,‘obligations and perquisites of the
position which the retrainee might hold in the receiving department.
Where the intention is to have the retrainee be a member of both the
originating and the receiving depaxtments, both are involved in *he
’negotiation;.
Placement. Placement is rarely a separate process. Generaily, only
those candidatés are selected for retraining for whom a new placement
‘has already been worked out, at least in part. Sometimes, however,
details aboﬁt joint appointments, courses to be taught, seniority,
etc., remain éo be decided even after the major &ecisiogg about:
retraining and placément have been made. These are potential trouble
spots which need to be carefﬁlly attended to.

wWatch Out for These Program Provisions.

Nature of the Retrajining Program. Is the retraining program adequate

to prepare you for the new responsibilities you will be assuming (if
not, youfm&y be penalized when evaluations for promotion and salary
increases arxe yndertaken)? Does the program lead to some kind of’ <
formal certification?.)lf not, are you likely to be panalized in scme

way tor not holding a credential of some kind in the field in which

you are working?

’
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Level of Support. Will your salary continue at its full level? If

not, is the support level adeguate for you and your family to live

on (remember, this is for a limited period only). If you have to

move youi family, are living costs ﬁigher (lower) in the new area?
(Remembar, it often costs more when you don't know your way around

an area.) Are tuition fees, books and éther educational costs covered?
What is your tax status while retrai?ing? ¥hat is the tax staﬁﬁs of
your salary and your cost allowance? Do you present fringe bénefits

continue during retraining (hospital-medical coverage, retirement

plan, life insurance, sa@ﬁatical-leave credit, etc.)?

Provisions of New Appointment. Have all the relevant provisions of
your new appointment been worked out? Will you retain present security

of appointmefit (tenure) status? How will the move affect provisions

of your institution's collective bargaiiing agreement (if any). such
PO l &
as seniority rights? Do you know what your teaching, research and

administrative obligations will be in your new department?

©

Miscellaneous Considerag}dns
Will your admlssion to the educational program you bla; to undertake
be acknowledgéd before you have to make final commitments to your
old/new department, sign agreements for new living accommodations,
. stc.?
Do you have written confirmation of the employient and training
arraﬁgements neéotigted with your institution? Is it signed by
. an institutional officer who has the authority to make such commi, t-
ments? Does it conform witﬁ any administrative regulation§ and
. P
coilective baFgaining agreements in force at your lastitution?
If in doubt about any of these, seek expert counsel.’
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NOTE

This report has~£een distributéé to encourage aiscus§ion of early retire-
ment and mid-career changs. ‘A similar broshure is being distributed to
university and college Qdministratoré and addresses their specific concerns.

; A copy of tﬁat brochure may be obtg}ned by writing thé addéess below. A

techaical regprt ;ay also be obtained ffom the same address. )
hThis brochure was produced by Abt Assoéiates, Cambridge, Massachﬁsetts,

under a contract with the éaﬁional Sciencé Foundatién. Principal investigators

wére Dr. Carl V. Patton and Dr. Joseph Zelan. '

~
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10.

11.

Qe

GUIDE TO EARLY RETIREE INTERVIENS*

When did you retire? How old were you?
employed by the university (or company)?

How many years had you been

<

What position did you hold at the time you retired? (For faculty:-
What was. your academic field?)

What particular early retirement arrangement was made in your case?
How does this arrangement differ from normal mandatory or early
retirement procedure? In addition to direct bensfits, what fringes
were provided,, such as medical cdverage, health and life insurance,
officed and lab space, secretarial services, library and parking
privileges, etc.

fiad you always expected to retire when you did?" If not, when did
you originally expect to retire? When did you start to think
seriously about early retirement?

What caused you to consider retiriﬂg early? Wwas there any special-
impetus in the last year or so before retirement? :

Before you retired, did you talk with other persons about when you

should retire?

How did you initially become aware of the early retirement arrangement?
When, in relation tc other events, did you and you& immedjiate 5hperior
first discuss early retirement? Wnho first raised the isgue of whegher
you should retire early? Why? What was the, other's reaction?

Did you discuss early retirement with any other managei or adminis-

- trator before discussing it with your immediate superior? Who was
it? When did this discussion take place? Who first raised the
issue of whether you should retire early? Why? Whzz was the other's
reaction?

-

Did you feel any pressure from your superiors to retire early?

What was. the administrative procedure for handling your early rétire-
Ymerx‘}:? (Who was involved, and what roles did they play?)

«

*

These questions were devised as an interview guide to the study's
information needs. The actual interviews were styled as informal
conversations. varying according to the unigque circumstances of each

iqdividual.

a
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12. How would you evaluate the administrative handling of your- early
retirement? (How satisfied are you with the way it was ‘handled?
What administrative changes do you.feel are needed?) | o
, 13. How would you evaluate the .provisions of the early retirement
arrangement? (How satisfied are you with those provisions? What
changes or alternative options would you suggest?)

~

r

14. How satisfied are jbu now with your decision to retire early? What
are your rmain reasons for feeling this way? ’ .

4
15. If you were able to make your decision of when to retire over
- ggain,.under the same circumstances, what would you do? Retire
. . Booner? Raetire at about the same time? Retire later? Why?

16. Would you have retired even earlier if the conditions of the early
retirement arrangement had been different? If yes, what would have
been the necessary conditions? Assuming these conditions ‘could
have been met, at what age might you have retired? -

17. Beyond making-financial plans, how did you prepare for early

retirement? Did you £ind this useful? Other than financially, *
, how would you prepare for early retirement if you were doing it
over again? . - .

&
18. What financial plans did you make for your retirement¥ How long
before you retired did you begin- to make these plans? Did you

make these, plans specifically for early retirement, or are they
plans you would have made anyway? Did you change, or re-evaluate,
yolir financial plans when you decided to retire early? In what
way?

19. Did you receive any formal counseling about early retirement? I£
so, did you find it beneficial? .If not, do you feel you needed .
any? )

. /

20. Have you worked for pay since your initial retirement from <he .
university (or company)? What was the nacure of this work? How
much time was committed to it? ’

» »

~

21. Are you now workiné for pay? If so, are you satisfied with the
o amount you are now working, or would you rather' be working more
. or less? Why? 1If you are not now working for pay, would you like
. +o have scme kind of paid employment? Why? - )
22. What types of income do you presently have? Which sources of income
provide your primary support? ’

23. How does your present standard of living compare with your standard

of living before retirement? How does it compare with what you
‘ expected it to be?
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26.

27.

What are your current (leisure, professional and volunteer)
activities? How do they relate to what you were doing before you
retired? Are you continuing any of the professional activities you
were engaged in before you retircd? what are your plans for the
next faw years?

Compared with your lifs before retirement, how happy afe you with
your lifs now? Why? )

-
o

Do you know of any colleagues who considered and then deciead

against retiring sarly? If yes, why did they decide against it?

What do vou feel are the essential ingredients for a suécessful
early retirement?

v
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wWhat is your basic mandatory retirement provision? v

GUIDE TO ADMINISTRATOR INTERVIEWS*

. What is the basic early retirement provision?

What is the essence of the increased-benefits early retiremedit
arrangsment?

a. At whom is the arrangement aimed?
b. What is the financial inducement?
c. Is there a provision for cost-of-living adjustments?

.d. What inducements other than financial does the arrangement

include? .
e. How were the benefits levels determined?
£. , What are the eligibility requiremsnts?
-- years of.gervice ', )
=~ minimum age
-- qther ¢ »
g. Is it a formal or informal ptogramz

T

What were the sources of the incentive early retirement concept?

a. Who were the key actors?
k. Whatrroles did they play?

Why was theeibncept originally considered? :

What other €arly retirement schemes were considered?

a. Why were they dismissed? ]
b. What inducements other than money were considered?

How many early retirements have you had under this arrangemant?

What factors caused employeés to agree to early retirement?

Were there any individuals who formally considered ea}ly etirement
but did not take it? How many? Why did they not take the arrangement?

How was the policy announced/publicized/promoted? Generally, how were
workers informed?

*» These juestions were devised as an interview guide to the study's

information needs. The actual interviews were styled as informal
conversations, varying according to the unigue circumstances of each

institution,

.
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11.

12.

13.

How were the early retirements handled?

a.
b.
C.

How extensive were the negotiations?
Who were the key individuals anolved in these negotxatxons’
Outline their roles

.

Was special counseling provided potential early retirees?

a.
b.
c.
d.
e.
£.

Please give me your general evaluation of incentive early retirement.

As a policy/program

Administrative aspects

D6 superiors understand the program?

Are the "right" people being selected?

How might the program be improved°

Beyond money, what should be part of an early retirement
program?
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